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» the behavioural and organizational aspects of budgeting. planning and investment appraisal 
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THE CROSS-CULTURAL GENERALIZABILITY OF THE RELATION BETWEEN 
PARTICIPATION, BUDGET EMPHASIS AND JOB RELATED ATTITUDES 


GRAEME L. HARRISON 
Macquarie University 


Abstract 


This study uses Hofstede’s cultural dimensions of power distance and individualism (Hofstede, G. H., 
Culture’s Consequences: International Differences in Work-Related Values, 1980) to examine the cross- 
cultural or cross-national generalizability of participation’s effect on the relation between budget emphasis in 
superior evaluative style and subordinates’ job related attitudes. It is hypothesized that participation’s effect 
will be the same in low power distance/high individualism and high power distance/low individualism 
cultures. The hypotheses are tested with respondent samples from Australia and Singapore as proxy nations. 
The results lend support to the hypotheses and carry implications for the cross-national transferability of the 
design characteristics of management accounting systems. 


The effect of participation on the relation 
between the degree of budget emphasis in 
superior evaluative style and subordinate atti- 
tudes and performance is an important issue in 
management accounting research. In 1982, 
Brownell hypothesized that subordinates would 
develop favourable orientations to high budget 
emphasis evaluative styles only if they had been 
involved in the budget formulation. Conversely, 
if budget participation was low, subordinates 
would be favourably oriented to an evaluative 
style that placed little emphasis on the budget. 
Brownell (1982a) found that high (low) par- 
ticipation matched with high (low) budget 
emphasis was associated with better subordinate 
performance, but was not associated with 
subordinates’ job satisfaction. More recently, 
however, the question of the cross-national 
generalizability of Brownell’s findings, which 
were based on U.S. data, has been raised 
(Brownell & Hirst, 1986, p. 249; Dunk, 1989, 
pp. 321—322). 

The cross-national generalizability of research 
results and the associated transferability of 
management accounting systems (MAS) design 
characteristics across nations are issues of 
increasing importance as movement towards 


the globalization of business and economies 
continues (Chow et al., 1989, p. 1; Bhagat & 
McQuaid, 1983, p. 654; Birnberg & Snodgrass, 
1988). Chow et al. (1989, p. 7) note that it is 
important to address the question of “which 
particular management controls ... may be 
nation-specific, and ‘which may be generally 
applicable”. Daley et al. (1985) found empirical 
evidence of both similar and different attitudes 
towards specific aspects of control systems 
design between U.S. and Japanese managers and 
controllers. These findings support the reason- 
able assumption that it is unlikely that all MAS 
and control systems characteristics are general- 
izable and transferable across nations, but 
equally unlikely that none is. In addition, it is 
likely that some characteristics are generalizable 
to some groups of nations but not to others. It is 
therefore also important to know what com- 
monalities certain groups of nations possess. 
that permit or preclude such generalizability. 
The purpose of this study is to examine the 
cross-national generalizability of the effect of 
participation on the relation between budget 
emphasis in superior evaluative style and 
subordinate work-related attitudes of job ten- 
sion and job satisfaction. In conducting this 
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examination, the study identifies those aspects 
of cultural differences between nations that are 
relevant to whether the effects of participation 
are transferable. In so doing, a further objective 
of the paper is to provide a framework within 
which the cross-national or cross-cultural gen- 
eralizability of other aspects of MAS and control 
systems design characteristics may be con- 
ceived and examined.* The need for such a 
framework in cross-cultural studies is empha- 
sized by Pepitone & Triandis (1987, pp. 474— 
476). 

The paper is organized as follows. In the next 
section the concept of culture used in the 
research is discussed and those aspects (termed 
dimensions) of culture which are relevant to 
participation are identified. The theory linking 
the cultural dimensions to the relation between 
participation, budget emphasis and the depend- 
ent variables is presented and the hypotheses to 
be tested are developed. The following section 
outlines the research method including data 
collection and variable measurement. Finally, 
the results are presented together with con- 
clusions and suggestions for further research. 


THEORY DEVELOPMENT AND HYPOTHESES 
FORMULATION 


There appears to be a general expectation in 
. the literature that the effects of subordinate 
participation in budgeting and decision making 
will be different across nations because of 
cultural differences (Brownell, 1982b, p. 124; 
Hofstede, 1968, pp. 280-281; Daley et al. 
1985, p. 94; French et al., 1960). However, this 
expectation seems to be based on the general 
premise that culture is always potentially 
important, rather than’on specific examination 
of the cultural characteristics which may give 
rise to similar or different responses to partici- 


pation in different nations. In order to deter- 
mine the cross-cultural effects of participation, 
it is necessary to work from a theoretical 
foundation of culture which permits culture to 
be broken down into its underlying character- 
istics or components. These components may 
then be examined for their implications for 
differential reactions to participation and for 
their distribution in different nations. 

An approach to culture which permits this is 
the seminal work of Hofstede (1980). Hofstede 
(1980, p. 25) defined culture as “the collective 
programming of the mind which distinguishes 
the members of one human group from another”. 
He (1980, p. 19) described the content of 
mental programmes as values, and identified a 
limited set of norm values which he termed 
“dimensions” of culture. These were power 
distance, individualism, uncertainty avoidance 
and masculinity. These dimensions were de- 
veloped empirically from an attitude survey 
of employees of subsidiaries of a multina- 
tional company. The survey took place initially 
between 1968 and 1973, and involved 20 
languages and 117,000 questionnaires (Hofstede, 
1980, p. 54). Taking 40 nations, Hofstede 
measured and ranked them on each of the four 
dimensions. Subsequently, another ten nations 
and three regional groupings of nations were 
added to the 40 (Hofstede, 1984). 

There is considerable support for Hofstede’s 
(1980) approach to culture. Firstly, his empha- 
sis on values is consistent with much of the 
established literature (see, for example, Parsons 
& Shils, 1951, p. 59; Kroeber & Parsons, 1958, 
pp. 582-583; Rohner, 1984, p. 117). Secondly, 
the limited set of norm values identified by 
Hofstede as cultural dimensions is consistent 
with Kluckhohn & Strodtbeck (1961), Parsons 
& Shils (1951) and Inkeles & Levinson (1954), 
who also classified culture in terms of a similar 
restricted set of values. 


1 Cross-national and cross-cultural will be used interchangeably in this paper. This is consistent with Hofstede (1980, p. 26) 
and Rohner (1984, p. 31), who argue that although there may be “subcultures” within a particular nation, most of those 
subcultures “still share common traits with other subcultures, which make their members recognizable ... as belonging to 


that society” (Hofstede, 1980, p. 26). 
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Hofstede’s work is being used increasingly by 
accounting and organizational researchers (see, 
for example, Perera, 1985; Pratt, 1986; Soeters 
& Schreuder, 1988; Chow et al., 1989). A major 
advantage of Hofstede’s approach is that it 
overcomes one of the most frequent criticisms 
of cross-cultural research. This criticism is that 
many purportedly cross-cultural studies have 
beetiatheoretic in respect of what culture is, 
and what it is about culture that is associated 
with the relevant dependent variables or rela- 
tions in those studies. Rather, culture has often 
been treated as “a given, that is, as a packaged 
unexamined variable” (Rohner, 1984, p. 111). 
Child (1981, p. 304) referred to this tendency 
as: 


. intellectual laziness, whereby “culture” has often 
served simply as a synonym for “nation” without any 
further theoretical grounding. In effect, national dif 
ferences found in characteristics of organizations or 
their members have been ascribed to ... national 
differences, period. 


Consequently, most contemporary advocates 
of cross-cultural research call for an “unbundling” 
or “unpackaging” of the cultural variable into 
its subcomponents, which can then provide the 
basis for theoretical explanation of relations 
between culture and other variables of con- 
cern (Bhagat & McQuaid, 1983; Child, 1981). 
Hofstede’s classification of culture serves this 
purpose as it “unbundles” culture into specific 
components, and permits the prior specifica- 
tion of hypothetical associations between those 
components and the variables or relations at 
issue in the research. 

Hofstede’s dimensions may be used here to 
examine the relevance of culture in affecting 
the cross-national generalizability of participa- 
tion in its effect on the relation between budget 
emphasis in performance evaluative style and 
dependent variables. Specifically, it would be 
expected that the effects of participation would 


be different in different nations if some or all of 
the dimensions of culture had implications for 
the appropriateness of participation and if the 
nations under examination exhibited different 
levels of those dimensions. Conversely, it 
would be expected that the effects of participa- 
tion would be the same in different nations if 
either (a) none of the cultural dimensions 
had implications for the appropriateness of 
participation, or (b) some or all of the dimen- 
sions had implications, but the nations at issue 
did not differ on these dimensions. 

Two of Hofstede’s four dimensions of culture 
have been identified in. the literature as having 
implications for the appropriateness of parti- 
cipation. These are the dimensions of power 
distance and individualism which were identi- 
fied by Hofstede as the most relevant dimen- 
sions for leadership and, therefore, for attributes 
of leadership such as the degree of participation 
(Hofstede, 1983, pp. 85-87). Further support 
for the relevance of these two dimensions to 
the appropriateness of participation is provided 
by Chow et al. (1989, pp. 3, 26) and Bond et al. 
(1985, pp. 111-112)? 


Power distance 

Power distance (PD) refers to the way in 
which societies handle the problem of human 
inequality. Low PD societies are characterized 
by a norm value that inequalities between 
people should be minimized; and to the extent 
that hierarchies exist within the society and its 
organizations, they exist only for administrative 
convenience (Hofstede, 1980, p. 122). High PD 
societies are characterized by the acceptance of 
inequality and its institutionalization in hier- 
archies, which locate people in their “rightful” 
places. Here, the hierarchy reflects and 
reinforces inequality. 

Subordinate reactions to participation are 
likely to be favourable in a low PD society. In 
such a society, subordinates and’ superiors 


2 It cannot be ruled out that the other two cultural dimensions of uncertainty avoidance and masculinity may have some 
implications for the perceived appropriateness of participation. However, these implications are not obvious or 
unambiguous, nor is there any literature to suggest their existence. 
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regard each other as like (or equivalent) people 
who should have equal rights (Hofstede, 1980, 
p. 122). As such, subordinates expect to be 
consulted on decisions that affect them, and to 
have their views represented in influencing 
those decisions. Hofstede (1984, p. 394) notes 
that a characteristic of a low PD society is the 
norm value that: “Everyone should have a say 
in everything that concerns them”. Further 
support for the importance of participation in 
low PD societies is provided by Child (1981, p. 
327), Perera & Mathews (1990) and Hofstede 
(1980, pp. 110, 119). By contrast, subordinate 
reactions to participation are expected to be 
unfavourable in a high PD society. Hofstede 
(1984, p. 394) argues that, in such societies, 
“subordinates have strong dependence needs 

. and ... expect superiors to behave auto- 
cratically and not to consult them”. Similarly, 
Child (1981, p. 327) contends: 


.. while an involvement of subordinates in discussions 
of problems might be seen as an appropriate supervisory 
style by most American workers, it could be regarded as 
a sign of poor leadership, and hence generate anxiety by 
employees in a country where submission to authority 
figures is ingrained in the culture. 


Individualism 

The cultural dimension of individualism 
is based on the relationship between an 
individual and his/her fellow individuals in 
society. A high individualism culture is char- 
acterized by people focusing on themselves 
rather than on the group(s) to which they may 
belong. Under this perspective, an individual is 
seen as unique and whole, ie. having a self 
identity which is separable from and does not 
depend on a group affiliation (Hofstede, 1980, 
p. 235). By contrast, in a low individualism 
society (also referred to as a _ collectivist 
society), a person is seen as a whole only when 
considered in terms of an in-group affiliation. It 
is the group, not the individual, that is seen as 
the basic unit of society (Hui, 1984, p. 28). 

Subordinate reaction to participation is 
likely to be favourable in a low individualism 
(collectivist) society, but not in a high in- 
dividualism one. Hofstede (1980, pp. 230, 235) 


notes that, in a low individualism society, there 
is a belief in group decisions which are 
considered to be better than individual 
decisions; while in a high individualism society, 
there is a belief in individual decisions 
which are considered to be better than group 
decisions. “Leadership in a Collectivist society 
.. is a group phenomenon” (Hofstede, 1983, p. 
86). Further support for the appropriateness 
of participation in a low individualism (col- 
lectivist) society is provided by Chow et al. 
(1989, p. 3), who, drawing on Lincoln & 
McBride (1987), note that the collectivist 
orientation of the Japanese culture “has 
been suggested as the basis for such oft-cited 
Japanese management approaches as teams, 
participative decision making and quality 
circles”. 


The cross-national generalizability of 
Brownell’s (1982a) findings 

The literature reviewed above allows some 
expectations to be developed about the cross- 
national generalizability of Brownell (1982a). 
Recall that Brownell hypothesized that sub- 
ordinates would develop favourable orientations 
to high budget emphasis evaluative styles only 
if they had been involved in budget formula- 
tion; i.e. only if the level of budget emphasis 
was balanced by the level of participation. 
Brownell drew on balance theory to support his 
expectation that high (low) participation 
balanced with high Clow) budget emphasis 
would be associated with favourable sub- 
ordinate orientations to evaluative style. Recall 
also that Brownell’s study was conducted in the 
U.S.A., a low PD/high individualism nation. 

Brownell’s study did not purport to involve 
culture, and therefore his expectations about 
the ability of (high/low) participation to 
balance (high/low) budget emphasis were 
developed in the absence of consideration of 
the impact of culture on the perceived appro- 
priateness of participation per se. The literature 
reviewed above, however, suggests that culture 
may influence the perceived appropriateness of 
participation and, therefore, may affect the 
balance between participation and budget 
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emphasis. For example, in a nation in which 
both PD and individualism are high, the litera- 
ture suggests that participation will be seen as 
highly inappropriate. In such a nation, 
Brownell’s expectation that low participation 
matched with low budget emphasis will 
dominate (in terms of subordinate perceived 
appropriateness and outcomes) those sub- 
optimal situations in which participation and 
budget emphasis are not matched remains 
likely. However, the same dominance does not 
remain likely in the other “matched” situation 
of high participation and high budget emphasis. 
Rather, this situation is itself likely to 
be suboptimal because of the perceived 
inappropriateness of participation per se. 

Conversely, in a nation in which both PD and 
individualism are low, the literature suggests 
that participation will be seen as highly appro- 
priate. Here, Brownell’s expectation that high 
participation matched with high budget 
emphasis will dominate unmatched situations 
remains likely. Again, however, the same ex- 
pectation may not hold for low participation 
and low budget emphasis. This situation may, 
again, be perceived as suboptimal because the 
absence of participation is seen as culturally 
inappropriate. 

The above reasoning suggests that culture 
may affect Brownell’s expectations and findings 
in respect of the influence of participation on 
the relation between budget emphasis and 
dependent variables. Specifically, it restricts 
the expected dominance of the balanced (or 
matched) situations over the unbalanced (or 
unmatched) ones, in high PD/high indivi- 
dualism and low PD/low individualism nations, 
to one of the two balanced positions only. 
This is the position in which the level of 
participation per se is deemed culturally 
appropriate. 

Attention is now turned to the situations in 
which Brownell’s hypotheses and results are 
expected to be generalizable. Firstly, it would 
be expected that Brownell (1982a) would be 
generalizable to nations whose cultures are 
similar to the nation in which those hypotheses 
and results were produced. As noted before, 


that nation, the USA, is a low PD/high 
individualism society. Thus, it would be 
expected that Brownell’s results would be 
generalizable to other low PD/high indivi- 
dualism nations, such as Canada, Great Britain 
and Australia (Hofstede, 1983, p. 82). However, 
it may be that Brownell’s results are not just 
restricted to these nations. Based on the 
cultural framework developed in this study, it 
would also be expected that Brownell’s results 
would be generalizable to high PD/low indivi- 
dualism societies. This is because, to the extent 
that the cultural dimensions of power distance 
and individualism affect the perceived appro- 
ptiateness of participation, a high PD/low 
individualism nation is similar to a low PD/high 
individualism one. Both types of nation have a 
level on one of the cultural dimensions (low 
PD or low individualism) that points to the 
perceived appropriateness of participation as an 
MAS characteristic, but at the same time have a 
level on the other dimension (high indivi- 
dualism or high PD) that points to the 
perceived inappropriateness of participation. 
In seeking to examine the cross-national 
generalizability of Brownell’s findings, it should 
be noted that very few nations have the cultural 
dimensions in combinations of high PD/high 
individualism or low PD/low individualism (i.e. 
the cultural combinations to which it was 
expected that Brownell’s findings would not 
generalize). This is evidenced by Hofstede’s 
(1983, p. 82) plot of 50 countries and three 
regions into four quadrants based on his 
measures of PD and individualism scores. This 
plot shows that only one country (Costa Rica) 
falis in the low PD/low individualism quadrant, 
while only five fall in the high PD/high indivi- 
dualism quadrant. By far the greater number of 
nations examined by Hofstede fall in the high PD/ 
low individualism and low PD/high individualism 
quadrants. The former of these quadrants con- 
tains 32 nations and includes a cluster of 
nations generally regarded as Asian (Singapore, 
Hong Kong, Korea, Thailand, the Philippines, 
Malaysia, Taiwan and Indonesia). The latter 
quadrant contains 15 nations including those 
commonly regarded as Anglo-American (U.S.A., 
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Canada, Great Britain, Australia and New 
Zealand). 

The great majority of countries, therefore, 
have relative levels of PD and individualism that 
are compensatory in respect of their combined 
influence on the perceived appropriateness of 
participation. This compensatory effect allows. 
the suggestion that there will be no difference 
in the perceived appropriateness of participa- 
tion between nations in the low PD/high 
individualism and high PD/Aow individualism 
(collectivist) quadrants. The consequence of 
this is that the effect of participation on 
the relation between budget emphasis and 
dependent variables can be hypothesized as 
generalizable across nations in those quadrants. 
Thus, for nations in both the low PD/high 
individualism and the high PD/low individua- 
lism quadrants, the following null hypotheses 
may be stated: 


The influence of participation on the relation between 
budget emphasis in superior evaluative style and 
subordinate job related tension (H1) and job 
satisfaction (H2) is independent of culture. 


METHOD AND VARIABLE MEASUREMENT 


This section is organized into two parts. The 
first discusses the method of data collection 
and the reasons for choosing Singapore and 
Australia as the nations for study. The steps 
taken to ensure that the samples were drawn 
from the intended cultures are also given. 
Secondly, the choice of dependent variables 
and their measurement instruments are justified. 

Data were gathered by questionnaires com- 
pleted by matched samples of middle-level 
managers in the merchandising and buying 
functions of department and retail stores in 


Singapore and Australia.4 This industry and 
these functions were chosen in order to match 
on environmental and task uncertainty. These 
two variables have been identified previously as 
potentially influencing the relation at issue. 
Given the results of Brownell & Hirst (1986), it 
was considered important in particular to 
match the samples at the low to moderate 
levels of task uncertainty: Brownell & Hirst 
(1986) found that Brownell’s (1982a) results 
held for low but not for high task uncertainty. 
Although there may be some variation in the 
degree of task uncertainty faced by buyers and 
merchandisers in different departments and 
stores (fashion clothes vs staple food products, 
for example), it is reasonable to assume that in 
general the level of task uncertainty faced by 
the predominant functions in retailing is low to 
moderate. The retail industry and the attendant 
functions cannot be rated as high uncertainty in 
the way that, say, the information technology 
industry is. Nor may they be rated as very low 
given that they involve consumer tastes and 
preferences, and competitor action in respect 
of fashion changes and/or price cutting. 
However, the uncertainty arising from the 
former may be managed by advertising and 
product differentiation, and from the latter by 
monitoring, such that an assessment of the level 
of task uncertainty as low to moderate is 
deemed appropriate. 

Singapore and Australia were chosen as the 
nations for study because they have been 
identified as a high PD/low individualism 
culture and a low PD/high individualism 
culture, respectively (Hofstede, 1984, p. 391). 
As such, they represent the large number of 
countries which cluster in each of the. two 
quadrants as plotted by Hofstede (1983, p. 82). 
These nations offer two other advantages to the 


3 The hypotheses are written around low PD/high individualism and high PD/low individualism cultures only. This is 
because these two types cover the vast majority of nations arid because it was not practically possible to gain access to or 
data from organizations in the few countries that have high PD/high individualism and low PD/ow individualism. The 
absence of such societies is a limitation of the study overall and is acknowledged as such in the suggestions for further 


research at the end of the paper. 


4 Copies of the questionnaire are available from the author. 
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TABLE 1. Power distance and individualism scores for Singapore and Australia 


Power distance Individualism 
Present Hofstede Present Hofstede 
Nation sample (1980) sample (1980) 
Singapore 92 36 20 
Australia 58 69 90 


study. Firstly, although no theory suggests itself 
with respect to the infiuence of either of the 
other two cultural dimensions (uncertainty 
avoidance and masculinity) on the relation at 
issue, Singapore and Australia are relatively well 
matched on these dimensions (Hofstede, 1984, 
p. 393). This lends further assurance that these 
dimensions are unlikely to influence the results 
of the study. Secondly, both nations are English 
speaking. Thus, the same questionnaire can be 
used for both samples with no need for 
language translation. Chow ef al. (1989) of- 
fered this reason for choosing Singapore in their 
comparison with the U.S.A., noting that the use 
of a common language “can be expected to 
minimize communication difficulties which for 
intercultural research tends to be a problem or 
potential explanation for observed differences” 
(Chow et al., 1989, p. 11). 

To verify that the samples were drawn from a 
high PD/Aow individualism and a low PD/high 
individualism culture, respectively, measures of 
the cultural dimensions were taken. Based on 
Hofstede’s (1980) measures, the PD and indivi- 
dualism scores for the respondent samples are 
shown in Table 1, and are compared with the 
country scores calculated by Hofstede (1980). 

The PD scores calculated from the present 
sample are in the same direction as Hofstede 
(1980), and the differences between them are 
similar. To test whether the PD score for 
Singapore was significantly greater than that for 
Australia, the set of PD scores for the 40 
countries reported by Hofstede (1980, p. 104) 
was treated as the distribution. The standard 


deviation for this distribution was 20. Hence, 
the difference of 34 in the calculated scores in 
the current study represented 1.7 standard 
deviations (significant at p = 0.04, one-tailed). 
The results indicate that the sample drawn from 
Singapore is in fact drawn from a high PD 
society, and that the sample drawn from 
Australia is drawn from a low to moderate PD 
society.’ 

Further evidence of this was provided by an 
additional question designed to elicit indivi- 
dual’s perceptions of their cultures. Respondents 
were given two sets of characteristics, developed 
from attributes identified by Hofstede (1980, 
pp. 119, 122) as characterizing high and low PD 
societies, and were asked to indicate which set 
best described their society. Ninety-five per 
cent of the Singaporean sample saw their nation 
as being high PD, while 60% of the Australian 
sample saw their nation as low PD. The 
perceptions of culture were significantly dif- 
ferent between the two samples (Chi-square = 
21.78, d.f. = 1, significant at p = 0.01). 

The individualism scores computed for 
Singapore and Australia are not as far apart as 
those of Hofstede (1980), but are similar to 
those of Chow et al. (1989). Chow et al. 
(1989) also found the difference between the 
scores for Singapore and, in their study, the 
U.S.A. (as the Anglo-American nation), to be less 
than that reported by Hofstede (1980). They 
reported an individualism score of 31 for 
Singapore and 55 for the U.S.A. Both the Chow 
et al. (1989) study and the current study found 
the ranking of the countries to be consistent 


> The spread of scores in Hofstede’s (1980) distribution is reasonably symmetrical with a mean of 51, a range of actual 
scores of 11 to 94, and a median of 55. However, it must be acknowledged that the test of differences based on Hofstede’s 
(1980) measures is a crude one, as contemporary scores for the 38 other nations are not available. Given that the current 
study has only two nations and one sample from each, other statistical tests could not be employed. The crude test used 
here does, however, lend credibility to the different cultural attributes of the samples. 
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with Hofstede (1980), with the U.S.A. and 
Australia, respectively, exhibiting higher 
individualism scores than Singapore. 

To test whether the individualism score for 
Australia was significantly greater than that for 
Singapore, Hofstede’s (1980, p. 222) set of 
scores for the 40 countries was again treated as 
the distribution. The standard deviation for this 
distribution was 24. The difference in the 
calculated scores in the current study of 33 
represented 1.4 standard deviations (significant 
at p = 0.08, one-tailed). The results indicate 
that the sample of respondents drawn from 
Singapore is drawn from a society of low 
individualism, while the sample from Australia 
is drawn from a society of moderate to high 
individualism. Further evidence of this was 
provided by an additional question designed to 
elicit individuals’ perceptions of their cultures, 
again by providing respondents with two sets of 
attributes identified by Hofstede (1980) as 
characterizing societies which were high and 
low on individualism. Seventy-three per cent of 
the Australian sample perceived their society as 
being high on individualism, while 57% of the 
Singaporean sample perceived their society to 
be low. The perceptions were significantly 
different between the two samples (Chi-square 
= 7.63, df. = 1, significant at p = 0.01). 

Based on these results, nation was used as a 
proxy for culture in the hypotheses testing, 
with Singapore proxying for a high PD/low 
individualism culture, and Australia for a low 
PD/high individualism culture. 

| 
| Measurement of dependent and independent 
| variables 

The dependent variables in this study are job 
related tension and job satisfaction. These have 
been two of the main variables focused on in 
previous research in this area (Brownell, 1982a; 
Brownell & Hirst, 1986). They are individually 


important outcomes in their own right and 
have also been seen as leading to organi- 
zationally important outcomes including 
absenteeism and turnover (Gupta & Beehr, 
1979), motivation, job involvement and com- 
mitment, and performance (Welsch & LaVan, 
1981; Jamal, 1985; Pulakos & Schmitt, 1983). 

To measure job tension and stress, the Job 
Related Tension (JRT) index of Kahn et al. 
(1964) and the scales developed by Rizzo et al. 
(1970) were considered. The Kahn et al. 
measure was chosen because it has support 
in terms of its psychometric properties 
(MacKinnon, 1978), and does not suffer the 
differential wording and attributional criticisms 
directed at the Rizzo et al. instrument (Tracy & 
Johnson, 1981). The JRT index uses 15 items 
and requires self-reports by respondents of how 
frequently they feel “bothered” by certain 
aspects of their work situations. The index 
encompasses four well-accepted dimensions of 
job stress; role ambiguity, role conflict, role 
overload and resource inadequacy. 

To measure job satisfaction, the short-form 
of the Minnesota Satisfaction Questionnaire 
(MSQ) (Weiss et al., 1967) was used. The MSQ 
was chosen from a number of facet-specific 
measures for the following reasons. Firstly, 
Dunham et al. (1977) found that it provided 
the highest convergent validity of the measures 
they evaluated. Secondly, the MSQ is the most 
comprehensive of the facet-specific measures of 
job satisfaction, comprising 20 job facets. 
Thirdly, Scarpello & Campbell (1983) adjudged 
the MSQ to have had more success than the 
other scales they examined in predicting over- 
all job satisfaction from satisfaction with the 
facets of the job. The short-form version has 
been supported for its reliability and validity 
(Weiss et al. 1967), and has been used 
consistently in the applied psychology area (see 
for example Pulakos & Schmitt, 1983; Butler, 
1983). The study also used the modified rating 


6 The spread of scores in Hofstede’s (1980) distribution is reasonably symmetrical with a mean and median of 51 and a 
range of 12 to 91. Again, the same caveat acknowledged in footnote 5 also applies here. 
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categories advocated by Weiss et al. (1967).’ 

The instrument used by Brownell & Hirst 
(1986) was chosen to measure evaluative style. 
This instrument lists ten performance criteria, 
two of which are accounting based, and eight 
are non-accounting. Respondents were asked to 
rate the importance attached to each criterion 
by their superior on a five-point Likert-type 
scale. This follows Brownell (1985), who found 
that many respondents failed to complete this 
question properly when asked to rank order the 
criteria (Brownell, 1982a, p. 19). A difference 
in the use of the measure in this study 
compared to Brownell (1985) lies in the 
scoring. Brownell (1985) scored budget 
emphasis by summing the responses to the two 
accounting-based criteria. This method has the 
advantage’ that it allows evaluative style to be 
measured as a continuum (Otley, 1978, p. 146; 
Govindarajan, 1984, p. 130), but it restricts the 
measure to the information provided by these 
two criteria only. It provides an absolute 
measure of perceived budget emphasis by each 
respondent, but not a relative measure, in that 
emphasis on the other eight criteria is not 
considered. For the present study, a method of 
scoring was sought which would maintain the 
continuous nature of the variable, but would 
capture the emphasis on accounting criteria, 
not in absolute, but relative to emphasis on the 
other non-accounting criteria. This measure 
was achieved by summing the scores for the 
two accounting criteria items and expressing it 
as a ratio of the summed scores for the other 
eight criteria.” 

The instrument used to measure budgetary 
participation was that of Milani (1975). This is a 


six-item, Likert-type scale with seven response 
points. It is an additive scale with the score 
summation for each respondent providing a 
measure of the respondent’s perceived degree of 
participation in the budget process. Research into 
participation in MAS design has used the Milani 
measure overwhelmingly (Brownell, 1982a, 
1985; Chenhall & Brownell, 1988; Dunk, 1989; 
Mia, 1989), and has produced alpha coefficients 
(Cronbach, 1951) from 0.71 (Chenhall & 
Brownell, 1988) to 0.91 (Mia, 1989). 


RESULTS 


Of 142 questionnaires distributed to the 
Singaporean organizations, 117 were returned 
for a response rate of 82.4% . Of these, two were 
excluded from the data set, one because 
of incomplete data, the other because the 
respondent was an Australian living in Singapore. 
Of 137 questionnaires distributed to the 
Australian organizations, 101 were returned 
(75% ). Seven were excluded, two because of 
incomplete data and five because their country 
of birth was other than an Anglo-American 
country. All data analysis was, therefore, carried 
out on a total of 211 respondents, 115 in the 
Singaporean sample and 96 in the Australian. 

Table 2 presents descriptive statistics and, 
where appropriate, alpha (Cronbach, 1951) 
reliability measures for the relevant variables.” 
Table 3 presents the correlation matrix. As 
there were no high correlations among the 
independent or dependent variables, multi- 
collinearity was not considered a problem, nor 
were multivariate statistics seen as necessary. 


7 The rating categories used were “not satisfied”, “only slightly satisfied”, “satisfied”, “very satisfied” and “extremely 
satisfied”. This modification overcomes the “ceiling effect” of response means located close to the maximum possible score 
produced when the more frequently used categories anchored on “very dissatisfied” and “very satisfied” and centred on 


“neither satisfied nor dissatisfied” are used. 


8 In calculating this ratio the sum of the two accounting criteria scores was multiplied by four to take account of the fact 
that there were two accounting criteria and eight non-accounting criteria. This had the effect of standardizing the scores 
such that a respondent who rated each of the ten items equally would have a score of unity. 


? The observed range of 0.50 to 1.74 for superior evaluative style occurred because no respondents used the “of no | 


importance” rating for any item. If the possible range were calculated without this rating category, it would be 0.50 to 2.50, 
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TABLE 2. Descriptive statistics 


Poss. range Obs. range 
Cronbach 
Variable Mean S.D. Min Max Min Max alpha 
Job related tension 36.83 7.02 15 75 16 57 0.81 
Job satisfaction 65.95 12.72 20 100 31 100 0.93 
Budget emphasis 0.99 0.18 0.20 5 0.50 1.74 na 
Participation 26.87 8.28 7 42 7 42 0.89 
TABLE 3. Correlation matrix for independent and dependent variables 
Job Job-related Budget 
satisfaction tension Nation emphasis 
Job related tension — 0.4692 
Nation — 0.3387* 0.3026* 
Budget emphasis — 0.0393 — 0.0565 — 0.0465* 
Participation 0.3783 — 0.2017 — 0.1210* 0.0003 


* Point-biserial as one of the variables is dichotomous (Cooper, 1981, p. 98). 


The hypotheses were tested using multiple 
linear regression. The regression model used 
was equation 1, given as: 


y = bo + OP + b2B + bN + b4PB + bsNB + 
bsPN + b-PBN + e, (1) 


where: Y = job related tension or job satisfaction, 
P = participation, 

B = budget emphasis, 

N = nation, coded O for Australia and 1 for 
Singapore, proxying for culture. 

The hypotheses were tested by determining 
whether b7, the coefficient for the three-way 
interaction between nation, participation and 
budget emphasis, was significantly different 
from zero. In neither regression was this so. For 





















ith b- was 0.44 (p = 0.6603), while for job 
atisfaction it was —1.33 (p = 0.1848).!° 
Consequently, the null hypotheses that the 
influence of participation on the relation 
etween budget emphasis and job related 
ension or job satisfaction is independent of 
lture could not be rejected. These results 
upport the expectation that the influence of 


participation on these relations does not vary 
between Australia and Singapore. 

The coefficient b, i.e. the coefficient indicat- 
ing the effect of participation on the relation 
between budget emphasis and job related 
tension or job satisfaction, is also important in 
the overall test of the generalizability of 
Brownell’s previous results. While an insignifi- 
cant b- allows the statement that the effect of 
participation on each relation is independent of 
culture, b; is important in examining what that 
effect is, and whether it is consistent or 
inconsistent with the findings of Brownell 
(1982a) and Brownell & Hirst (1986). 

However, b4 cannot be estimated from the 
three-way interaction model given as equation 
(1). There are two reasons for this; the first | 
based on the level of measurement of the data, 
the second on the appropriate model specifica- 
tion. Firstly, the data supporting this study are 
based on Likert-type measures and are there- 
fore interval at best. As such, the scales have 
arbitrary origins and linear transformations 
are therefore legitimate and. trivial. However, 
Southwood (1978) and Jaccard et al. (1990) 


° Because by was not significant in either model, the full results of estimating the models are not tabulated. 
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TABLE 4. Results of estimating two-way interaction model for job related tension data 


Variable Coefficient 
Intercept bo 
Participation b, 
Budget emphasis b2 
Nation bs 
Participation X budget emphasis b4 
Nation X budget emphasis bs 
Participation X nation be 


R? = 0.15; adjusted R? = 0.12; n = 211; Fo.204 = 5.90; signif. 0.0000 


TABLE 5. Results of estimating two-way interaction model for job satisfaction data 


Variable Coefficient 
Intercept bo 
Participation b, 
Budget emphasis b2 
Nation bs 
Participation X budget emphasis b4 
Nation X budget emphasis bs 
Participation X nation bs 


R= 


have shown that although such transformations 
are trivial theoretically, they can change the 
regression. coefficients, standard errors and 
significance tests for the main effect terms in an 
interaction model, and the main effect and 
lower-order interaction terms in a model in 
which a higher-order interaction is present. 
Thus, the coefficient b4 generated from the 
three-way interactive regression equation, 
equation (1), may be neither stable nor inter- 
pretable. A separate regression model given as 
equation (2) was therefore estimated: 


Y= bo + bP + 62B + 63N + b4PB + b5 NB + 
b6PN + e. (2) 
In the model given as equation (2), b4, as the 


(highest-order) interaction term, is both stable 
and interpretable for its standard error and 


11 

Value Std error t p 
20.819 8.712 2.39 0.0178 
0:461 0.321 1.44 0.1519 
18.567 8.720 2.13 0.0344 
12.446 5.886 2.12 0.0357 
—0.632 0.318 —1.99 0.0482 
—9.329 5.090 — 1.83 0.0683 
0.019 0.112 0.17 0.8676 

Value Std error t p 
64.084 14.797 4.33 0.0000 
0.744 0.548 1.37 0.1737 
—5.567 14.811 —0.38 0.7074 
—29.357 9.996 —2.94 0.0037 
—0.309 0.540 —0.57 0.5682 
16.926 8.645 1.96 0.0516 
0.181 0.190 0.96 0.3398 


0.25; adjusted R? = 0.23; n= 211; Fe204 = 11.42; Signif. 0.0000 


significance test (Jaccard et al., 1990, p. 29). 
Jaccard et al. (1990, p. 40) specify this form as 
the appropriate model for evaluating two-way 
interactions and it is the form used by 
Schoonhoven (1981). 

The second reason for estimating b4 from the 
model given in equation (2) rather than from 
equation (1) is based on the appropriate model 
Specification in the context of the study. 
The three-way interaction variable, of partici- 
pation, budget emphasis and nation, is an 
irrelevant variable. It was hypothesized to be 
insignificant and irrelevant theoretically and 
was found to be so empirically. Thus, it should 
be excluded from a subsequent specification of 
the model designed to estimate b4 (Schroeder 
et al., 1986, p. 68; Jaccard et al., 1990, p. 
41). 


11 A consequence of the inclusion of an irrelevant variable would be that if the irrelevant variable were correlated with the | 
included relevant variable (which it would be here as the three-way interaction variable is a multiplicative term of the l 
component variables), then the estimated standard errors of the coefficients of the relevant variables would be overstated | 


and their tratios understated (Schroeder et ať, 1986, p. 
coefficients on the relevant variables. 


68). There would be a loss in “precision of the estimated 
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Table 4 presents the results for job related 
tension, while Table 5 presents the results for 
job satisfaction. The coefficient b; in Table 4 is 
significant (t = ~1.99, p = 0.0482) and 
negative, indicating reduced levels of job 
related tension when increasing levels of 
budget emphasis are matched with increasing 
levels of participation. The results lend direct 
support to Brownell & Hirst (1986), who found 
that lower job related tension resulted from the 
use of compatible combinations of participation 
and budget emphasis (high/high and low/low) 
in low task uncertainty situations. In addition, 
to the extent that reduced job related tension 
has been argued to be associated with im- 
proved performance (Jamal, 1985), these 
results also lend support to the findings of 
Brownell (1982a). The coefficient b4 in Table 5 
is not significant (¢ = —0.57, p = 0.5682), 
indicating that the level of participation did not 
affect the relation between budget emphasis 
and job satisfaction. This is again consistent 
with the finding of Brownell (1982a). In neither 
Table 4 nor Table 5 is bg, the coefficient for the 
interaction between nation and participation, 
significant. 

The coefficient b, for the interaction 
between nation and budget emphasis is signifi- 
cant and negative for job related tension (¢ = 
—1.83, p = 0.0683 in Table 4) and significant 
and positive for job satisfaction (£ = 1.96, 
p = 0.0516 in Table 5). These results indicate 
that the relation between budget emphasis in 
superior evaluative style and the work related 
attitudes of subordinates is not independent of 
nation. Specifically, a high budget emphasis 
Style is associated with lower job related 
tension and higher job satisfaction in Singapore, 
while a low budget emphasis style is associated 
with such outcomes in Australia. These results 
are reported in Harrison (1990), which 
examines the relative influence of culture and 
personality on the relation between budget 
emphasis and dependent variables. That exami- 
nation provided support for the influence of 
culture rather than personality on the relation 
at issue and is not elaborated on here. 

Of importance to the present paper, how- 


ever, is that the theory developed by Harrison 
(1990) to hypothesize different responses to 
high and low budget emphasis in evaluative 
styles in Singapore and Australia was again 
based on the cultural dimensions of PD and 
individualism, but differed critically in that high 
PD and low individualism on the one hand, and 
low PD and high individualism on the other, 
both led to similar directional expectations for 
the effect of budget emphasis on the dependent 
variables. That is, clear and different directional 
expectations could be projected for the effect 
of culture on the relation between budget 
emphasis and the dependent variables in 
Singapore and Australia. This was in contrast to 
the present study in which no such directional 
expectation could be projected for the effect of 
culture on the relation between participation 
and the dependent variables. 


CONCLUSIONS AND SUGGESTIONS FOR 
FURTHER RESEARCH 


This paper has drawn on Hofstede’s (1980) 
dimensions of culture as a theoretical frame- 
work within which the cross-national or cross- 
cultural generalizability of research results in 
MAS design may be examined. That framework 
involves determining which of the cultural 
dimensions are theoretically relevant to the 
particular MAS design characteristic and how 
those cultural dimensions are distributed 
among the nations of concern. If no such 
dimensions are relevant, then it may be ex- 
pected that the design characteristic will be 
generalizable across nations. If one or more 
dimensions are relevant, then it may be 
expected that the design characteristic may be 
specific (and generalizable only) to those 
nations which possess those dimensions in 
similar combinations or in compensating 
combinations. 

This latter situation was relevant to the 
present study, the findings of which suggest that 
the effects of participation on the relation 
between budget emphasis in superior evalua- 
tive style and the dependent variables of job 
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related tension and job satisfaction may be 
generalizable across nations which have the 
cultural dimensions in combination of high 
PD/ low individualism and low PD/high in- 
dividualism. In particular, matching increasing 
levels of budget emphasis with increasing levels 
of participation was found to be associated with 
reduced job related tension on the part of 
subordinates in both cultures, but was not 
associated with job satisfaction in either 
culture. These results are consistent with those 
of Brownell (1982a) and Brownell & Hirst 
(1986). 

It should be recalled that a very large number 
of nations exhibit these cultural dimensions in 
combinations similar to Singapore and Australia. 
Forty-seven of the 50 countries and three 
regions reported by Hofstede (1983) fall into 
these combinations, 32 of them exhibiting the 


high PD/low individualism characteristics of 
Singapore, and 15 the low PD/high indivi- 
dualism characteristics of Australia. The results 
of research into the effects of participation may 
therefore have widespread application and 
generalizability cross-nationally. 

As a limitation of this study, it must be borne 
in mind that nation is a broad proxy for culture 
with the consequence that other systematic 
differences between Singapore and Australia 
represent potentially confounding factors. 
While the argument for culture is theoretically 
defensible and credible, further empirical 
studies which expand the number of nations 
examined will be beneficial. In particular, 
examination of one of the small number of 
countries which combines high PD with high 
individualism (for example, France) would be a 
logical and useful extension of this research. 
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Abstract 


This paper reports the results of a study that developed and tested a causal model of dysfunctional 
behavior among a large sample of marketing managers. The results indicate that three contextual 
variables (goal congruence, perceived peer dysfunctional behavior and information asymmetry between 
superiors and subordinates) predict, in varying degrees, the extent of person-role conflict and job 
tension experienced by the manager. In turn, role conflict increases job tension and job tension increases 
the extent of dysfunctional behavior. However, no effects for the person—role conflict/dysfunctional 


behavior link were found. 


The behavioral literature on management 
accounting and control is replete with reports 
of subordinates who game performance indi- 
cators, strategically manipulate information 
flows and falsify information (see Lawler & 
Rhode, 1976; Birnberg et al., 1983, for reviews). 
While behavioral theories such as dissonance, 
goal setting and power theories (see Hopwood, 
1976; Lawler & Rhode, 1976, for reviews) have 
been used to explain dysfunctional behavior, it 
has been difficult to draw clear conclusions 
régarding why such behavior occurs as many of 
the findings are taken from anecdotes (Dalton, 
1959; Kerr, 1975) or small sample studies (e.g. 
Roy, 1955; Whyte, 1955; Lupton, 1963; 
Burawoy, 1979, on the shop-floor,; Hopwood, 
1972; Otley, 1978; Lukka, 1988, at the 
managerial level). 

Our purpose in this paper is to extend 
previous behavioral research by developing and 


testing a model that posits that three contextual 
variables (goal congruence, perceived peer 
dysfunctional behavior and information asym- 
metry between superiors and subordinates) 
affect the extent of role conflict and job tension 
experienced by the subordinate. As role con- 
flict and job tension increase, the model 
predicts that dysfunctional behavior (the viola- 
tion of control system rules and procedures) on 
the part of the subordinate will increase. 

The study has several advantages compared 
with previous research. Firstly, a modified 
version of Dillman’s Total Design Method 
(1978) is used to elicit responses. This tech- 
nique has proved consistently to be one of the 
most effective techniques for maximizing sur- 
vey response rates (see Dillman, 1983, for a 
discussion of the empirical support). Secondly, 
careful attention has been paid to scale devel- 
opment (Nunnally, 1978). Thirdly, while other 


* We would like to thank Chris Argyris, Dave Larcker, Barry Lewis, Mike Shields, Katherine Schipper and the reviewers for 
their comments on earlier versions of this manuscript. We also appreciate the helpful comments provided by participants at 
the Harvard Control Seminar and the Accounting Workshop at the University of Connecticut. 
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studies have relied exclusively on simple cor- 
relational analysis to test hypotheses, we have 
used structural equation modeling (Joreskog & 
Sorbom, 1979, 1986; Hughes & Kwon, 1990) to 
analyze the relationships among variables. This 
approach allows us to gain insight into potential 
causal relations among variables, while control- 
ling for measurement error. Finally, no behav- 
ioral studies of which we are aware have 
attempted to systematically address the prob- 
lem of dysfunctional behavior among middle 
managers. In the next section, a literature 
review will be used to develop the causal 


model from which nine hypotheses will be. 


generated. This is followed by a discussion 
of the research method, the results and 
their implications. 


LITERATURE REVIEW 


As stated earlier, the proposed model links 
three contextual variables (goal congruence, 
perceived peer dysfunctional behavior, and 
information asymmetry) to the extent of role 
conflict and job tension experienced by the 
subordinate. In turn, as the subordinate’s role 
conflict and job tension increase, we expect 
him’ to violate control system rules and 
procedures in order to cope with the increasing 
stresses and role contradictions (see Fig. 1). 
This model builds upon previous work which 
has suggested that the effects of contextual 
variables on subordinate dysfunctional behav- 
ior will be mediated by role conflict (e.g. House 
& Rizzo, 1972; Kahn et al, 1964; Miles & 
Perrault, 1976; Parasuraman & Alutto, 1981) 
and job tension (Lazarus et al., 1952; Janis & 
Leventhal, 1968; Motowildo et al, 1986). 


In order to build the model, the literature on 
dysfunctional behavior will be reviewed first. 
Each contextual variable in the model is then 
presented along with a discussion of its effects 
on both role conflict and job tension. Following 
this, we argue that both role conflict and job 
tension will lead subordinates to engage in 
dysfunctional behavior. 


Dysfunctional behavior 

Dysfunctional behavior has been discussed a 
great deal in the behavioral literature. Typically, 
the term “dysfunctional” has been used to 
describe actions in which a subordinate at- 
tempts to manipulate elements of an establi- 
shed control system for his own purposes. It has 
not been demonstrated in the literature whe- 
her this behavior ultimately results in better or 
worse performance of the subordinate, or 
whether the firm is necessarily better or worse 
off? Rather than attempting to determine how 
such behavior affects individual or firm per- 
formance, our goal is to develop an explanatory 
model and collect empirical evidence regarding 
the incidence of dysfunctional behavior. Since 
dysfunctional behavior has been defined in the 
literature in various ways, we will use the 
following definition. A subordinate’s behavior is 
dysfunctional if he knowingly violates 
established control system rules and proced- 
ures. With this definition, the literature is 
organized under two major headings: (1) 
gaming performance indicators and (2) strat- 
egic information manipulation. 


Gaming performance indicators 

When a subordinate games a performance 
indicator (Ridgway, 1956; Birnberg et al., 
1983) he chooses an action which will achieve 


"Because of the lack of epicene personal pronouns and personal adjectives, words such as “he” or “him” should also be 


taken to mean “she” or “her”. 


2 A reviewer has pointed out that in some instances allowing subordinates to engage in dysfunctional behavior may be 
“optimal” in the sense that controlling such behavior can be costly. In addition, dysfunctional behavior cannot be 
eliminated totally from any organization. Allowing high levels of dysfunctional activities might even lead to higher levels of 
job tension which, in turn, could lead to greater performance. 
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Fig. 1. Information asymmetry, goal congruence and dysfunctional behavior. 


the most favorable personal outcome regardless 
of the action that the superior prefers. One 
form of gaming is rigid bureaucratic behavior 
(Lawler & Rhode, 1976). This behavior occurs 
when subordinates attempt to maximize their 
performance on an indicator, even though they 
know that the indicator is not consistent with 
what the firm desires (Babchuk & Goode, 1951; 
Blau, 1955; Kerr, 1975). Subordinates rebel 
since the control system measures performance 
only on a limited number of the subordinate’s 
required tasks, or measures performance on the 
wrong tasks (Kerr, 1975; Porter et al, 1975). 
For example, if sales representatives are evalu- 
ated only by sales volume, then their attention 
is focused on increasing sales. However, this 


effort may lead to lower profitability or even 
jeopardize long-term customer relations 
(Weitz, 1981). 


Strategic information manipulation 

Strategic information manipulation occurs 
when subordinates alter the natural fiow of 
information, report only those aspects of an 
information set that is in their best interest, or 
in the extreme, falsify data and company 
records. Probably the best-known example of 
strategic information manipulation is smooth- 
ing (Ronen & Sadan, 1981). Smoothing occurs 
when a subordinate utilizes the information 
system to his benefit by altering the natural or 
preplanned flow of data without altering the 


3 In the literature review, we discuss only those dimensions of dysfunctional behavior that are assessed in our study. One 
area of gaming that we do not review relates to the creation of budgetary slack by a subordinate (Schiff & Lewin, 1970; 
Onsi, 1973; Young, 1985; Lukka, 1988). When an employee builds slack into a budget, he is choosing a more easily 
attainable standard. The subordinate engages in this behavior in the hope that the standard or budget, under which his 
performance will be evaluated, will be more easily achieved. Subordinates also build slack into budgets in order to protect 
themselves from uncertainties in the environment (Cyert & March, 1963). In.some instances, superiors even encourage 
‘slack building behavior by subordinates to increase budget commitment and to reduce incentives to engage in potentially 
dysfunctional practices to meet the budget (see Merchant & Manzoni, 1989; Merchant, 1989). Thus, when a superior 
encourages slack creation the behavior may not be dysfunctional by our definition. 


20 BERNARD J. JAWORSKI and S. MARK YOUNG 


actual activities of the organization. The most 
common form of smoothing results from trans- 
ferring revenues and expenses from one period 
to another (Schiff, 1966; Ronen & Sadan, 1981). 

Filtering information occurs when subordi- 
nates report only the more desirable elements 
of a set, usually those that favorably reflect on 
themselves (Birnberg et al., 1983). In a labora- 
tory experiment, Read (1962) found that if a 
subordinate was upwardly mobile and percei- 
ved that the superior had influence that could 
hinder his aspirations then the subordinate 
would exhibit a strong tendency to withhold 
information concerning his performance. Fur- 
ther, even if subordinates trusted the superior, 
those with aspirations of high mobility refrain- 
ed from sending up potentially threatening 
information. O'Reilly & Roberts (1974) essent- 
ially replicated Read’s study and found 
consistent results. 

Falsification of information is an extreme 
form of strategic manipulation. It involves any 
fraudulent act where existing information is 
intentionally altered or fed into an information 
system (Argyris, 1971). Many examples of 
white-collar crimes and control system violat- 
ions involving the falsification of information 
have been documented (e.g. Mars, 1982; 
Vaughn, 1983; Simon & Eitzen, 1986). 

Gaming performance indicators and strategic 
manipulation of information may be the result 
of the way in which superiors use information 
in performance evaluation. Hopwood’s (1972) 
field study showed that superiors who used a 
‘profit-conscious style of evaluation (medium 
reliance on accounting performance measures) 
induced only minimal dysfunctional behavior 
among subordinates. However, Otley’s (1978) 
attempt to replicate Hopwood uncovered signi- 
ficant differences, noting that in some cases the 
amount of invalid reporting on the part of 
subordinates was lower when subordinates 
thought that their superiors used a budget- 
constrained style (high reliance on accounting 
measures). Otley attempted to reconcile these 
findings by stating that the accounting perform- 
ance measures he observed were more compre- 
hensive measures of subordinate performance 


and that the divisions he studied were indepen- 
dent, not interrelated. 

Building on the work of Hopwood and Otley, 
Hirst (1983) adopted a situational approach 
and studied the effects of reliance on account- 
ing performance measures and task uncertainty 
on job tension (which he surrogated for 
dysfunctional: behavior) and social withdrawal. 
Hirst administered a questionnaire to students 
and asked them to imagine themselves as 
managers and to fill out the questionnaire 
accordingly. Hirst’s results show that when task 
uncertainty was high there was an increase in 
job tension as reliance on accounting perform- 
ance measures increased, but when task uncer- 
tainty was low, and as reliance on accounting 
performance measures decreased, there was an 
increase in job tension. These results are 
difficult to evaluate as the research method 
used was significantly different from that of 
either Hopwood or Otley and, further, the 
correlations on the task uncertainty subscales 
were very low. In summary, the behavioral 
literature to date has suggested a number of 
reasons regarding why dysfunctional behavior 
may occur among subordinates. 


Consequences of goal congruence 

Organizational commitment has been defined 
as a partisan, affective attachment to the goals 
and values of the organization, to one’s role in 
relation to goals and values, and to the 
organization for its own sake, apart from its 
purely instrumental worth (Buchanan, 1974, p. 
333). One subscale of organization commit- 
ment, termed organizational identification, re- 
fers to the adoption of the values, goals and 
objectives of the organization as one’s own 
goals (Buchanan, 1974). Thus, the concept of 
organizational identification is very similar, if 
not identical to the notion of “goal congru- 
ence” between the individual and the organiza- 
tion (Porter et al., 1975) and the terms are used 
interchangeably in this paper. 

There has been a great deal of evidence to 
suggest that goal congruence and role conflict 
are negatively correlated (Alutto, 1969; 
Bruning & Synder, 1983; DeCotiis & Summers, 
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1987; Dougherty & Pritchard, 1985; see also 
Fisher & Gitelson, 1983; Van Sell et al, 1981; 
Welsch & LeVan, 1981, for reviews). Role 
conflict refers to the degree of incongruence 
or incompatibility of role expectations from 
the perspective of the role occupant (Miles & 
Perrault, 1976). Historically, researchers have 
examined the concept unidimensionally (see 
Kahn et al., 1964). However, due to recent 
criticisms (Miles & Perrault, 1976; Tracy & 
Johnson, 1984, among others) attention has 
shifted to specific dimensions of role conflict. 
One subscale of particular interest in the 
present research is “person—role conflict” 
(Miles & Perrault, 1976), which has been 
defined as the extent to which role expecta- 
tions are incongruent with the orientations or 
values of the role occupant. Thus, indicators of 
person—role conflict would include the extent 
to which (1) a manager believes his job should 
be accomplished one way while his superiors 
insist on an alternative method and/or (2) 
a manager believes he works on unnecessary 
tasks. 

Based on this research, we posit that in 
situations where the individual does not in- 
ternalize the goals of the organization (i.e. low 
goal congruence), he is more likely to believe 
that his method of accomplishing role or job 
activities is superior to those proposed by 
management (i.e. experiences person—role con- 
flict) because he has better information. Con- 
versely, if the individual has internalized the 
values of the organization, he is less likely to 
experience conflicts between his methods of 
work attainment and management’s suggested 
procedures. This reasoning leads to our first 
hypothesis: 


Hypothesis 1A. As goal congruence increases, person— 
role conflict decreases. 


Lack of goal congruence or identification has 
also been tied to a number of dysfunctional 
psychological and behavioral consequences. 
For example, low organizational identification 
among white collar employees has been tied to 
absenteeism (Steers, 1977), low satisfaction 


(Williams & Hazer, 1986) and propensity to 
leave the organization (Kemery et al, 1984; 
Brief & Aldag, 1976; Williams & Hazer, 1986; 
Porter et al., 1974). While no study that we are 
aware of has examined the relation between 
goal congruence and job tension, we posit that 
lower goal congruence will be associated with 
increased job tension. 


Hypothesis 1B. As goal congruence decreases, job 
tension increases. 


Consequences of peer dysfunctional behavior 

If the individual believes that his peers are 
beginning to game the system, we expect the 
individual to question whether he should 
continue to follow organizational rules, pro- 
cedures and guidelines. In this situation, the 
individual may believe that if he does not follow 
his peers then his performance evaluation may 
suffer. This questioning of organizational rules, 
combined with observing that one’s peers are 
not following them, will lead to increasing 
stress and role conflict. Similarly, with one’s 
peers exhibiting dysfunctional behavior, a sub- 
ordinate may begin to wonder whether he too 
must commit such acts in order to attain 
competitive performance evaluations. If he 
does not, and continues to act in accordance 
with established rules and procedures, he may 
be ostracized from the group (Dalton, 1959; 
Hopwood, 1976; Vaughn, 1983; Mars, 1982). 
Hence, the subordinate’s observations of the 
group’s behavior will lead to increased person— 
role conflict and job tension, particularly as it 
relates to performance evaluations. 

In addition to the psychological and role 
effects, field research in industrial sociology has 
documented how group norms influence in- 
dividual behavior (e.g. Dalton, 1971; Roy, 1955; 
Whyte, 1955). Experimental research on the 
effects of group cohesion on individual con- 
formity illustrates the stronger social pressures 
that individuals feel (Festinger et al, 1953). 
Janis’ (1972) work on groupthink highlights the 
power that groups can exert on individual 
behavior. In summary, we expect the following ` 
effects to emerge: 


P £008 
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Hypothesis 2A. As perceived peer dysfunctional be- 
havior increases, person—role conflict increases. 
Hypothesis 2B. As perceived peer dysfunctional be- 
‘havior increases, job tension increases. 

Hypothesis 2C. As perceived peer dysfunctional 
behavior increases, manager’s dysfunctional behavior 
increases. 


Consequences of information asymmetries 
The behavioral literature pertaining to mana- 
gement control has long discussed the role of 
information as a power resource (French & 
Raven, 1959; Pettigrew, 1972; Pfeffer, 1981; 
Mintzberg, 1983; Markus & Pfeffer, 1983).4 
Individuals in organizations attempt to use all 
information at their disposal to affect results, 
especially if those results are used in their 
performance evaluations (Lawler & Rhode, 
1976; Hopwood, 1976; O’Reilly & Roberts, 
1974). In cases in which individuals have 


cause the firm’s monitoring system does not 
know what to monitor. 

However, other variables may mediate the 
relationship between having private informa- 
tion and being able to affect results. In an 
experiment that manipulated informational dif- 
ferences (presence or absence), Young (1985) 
found that the mere existence of private 
information between a subordinate and super- 
ior was not enough to cause dysfunctional 
behaviors. Rather, when subjects had private 
information they felt little “social pressure” to 
misrepresent themselves when selecting a stan- 
dard of performance (and thereby build in 
slack). However, when information was 
symmetrical, social pressure not to misrepre- 
sent was relatively high, and thus less slack 
was created. 

Thus, we suggest that the link between 


private information more opportunities to eng- 
age in dysfunctional activities may arise be- 


information asymmetry and dysfunctional beha- 
vior is more complex than a simple direct 


4 Asymmetric information is central to many economic models of control although its purpose in these models is different 
from ours, as the specific type of asymmetry affects the nature of optimal contracting between a superior and a subordinate 
(Baiman, 1982; Milgrom & Roberts, 1988). In this paper, we use a behavioral operationalization of the concept of 
information asymmetry (or simply informational differences) in order to develop a more enriched behavioral model. It 
should be noted that we are not attempting to test any aspect of the economic models of behavior. Since parallels do exist 
in the economics literature to behavioral notions of information asymmetry and dysfunctional behavior, we briefly review 
the economic concepts below. 

There are two economic models that are based on the central assumption of the existence of an informational asymmetry 
between parties. The first and most widely known is the agency model (see Baiman, 1982, 1988; Arrow, 1985; Hart & 
Holmstrom, 1987; Levinthal, 1987, for reviews), while the second, “influence” theory, is a more recent development 
(Milgrom, 1988; Milgrom & Roberts, 1988). Such informational differences give rise to two types of problems in agency 
theory — the adverse selection problem (or asymmetric information regarding an agent’s “type”) and the moral hazard 
problem (or asymmetric information pertaining to an agent’s action choice). Moral hazard problems arise after contracting 
and relate to the unobservableness of action or effort choices that the agent may take. Agency models specify an agent’s 
preferences for maximizing wealth and minimizing effort (or shirking). While moral hazard is modeled in this fashion, some 
agency theorists provide colloquial examples that are consistent with our view of dysfunctional behavior. For instance, in 
his review of the agency literature, Levinthal (1988, p. 156) states that “It is possible for management to exploit the fact 
that shareholders do not observe management’s daily behavior. This may take the form of short work days, luxurious 
Offices, or, in the extreme, redirection of corporate cash flows to their own pocket. More generally, this is a manifestation of 
the moral hazard problem.” 

In the influence model, an employee can use his private information (or “credentials”) about his productivity to 
influence another's decisions. In many cases, the subordinate has an incentive to misrepresent this information. Milgrom & 
Roberts (1988, p. S156) state: “The basis of our explanation is an argument involving informational asymmetries. We take it 
as given that some of the information that is important for the organization to make good decisions is not directly available 
to those charged with making the decisions. ... In such situations, the members of the organization may have an incentive 
to try to manipulate the information they develop and provide in order to influence decisions to their benefits. Such 
manipulation can take many forms, ranging from conscious lies concerning facts, through suppression of unfavorable 
information, to simply presenting information in a way that accentuates the points supporting the interested party’s 
preferred decision and then insisting on these points at every opportunity.” 
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effect. Similarly to Young (1985), we propose 
that other variables (i.e. role conflict and job 
tension) mediate the relationship between 
asymmetries and dysfunctional management 
activities. 

The model presented in Fig. 1 predicts that 
role conflict is a function of the extent to which 
the individual possesses private information or 
knowledge concerning the tasks or activities to 
be performed. In some instances, as managers 
learn more about their jobs and gain private 
information, they may feel less comfortable 
with standard operating procedures or rules 
mandated by the firm. These feelings may also 
arise because the manager cannot use private 
information due to organizational constraints. 
Hence, increasing levels of private knowledge 
are expected to increase the likelihood that a 
manager believes his methods are superior to 
the firm’s. This belief is an attitudinal manifesta- 
tion of person—role conflict. 

Indirect support for this hypothesis can be 
found in related management literature. For 
example, research has suggested that increased 
communication between superiors and subord- 
inates should decrease role conflict (Kahn et 
al., 1964; Parasuraman & Alutto, 1981; Walker 
et al, 1977). Further, increased subordinate 
autonomy has been shown to be correlated 
with role conflict (Roger & Molnar, 1976). 
Presumably, increased communication decrea- 
ses the informational discrepancies that may 
exist between a superior and subordinate. 
Positive working relationships with superiors, 
as evidenced by strong leadership, teamwork 
and structure have also been shown to produce 
less role conflict (House & Rizzo, 1972; Rizzo et 
al., 1970). We expect that increased disclosure 
on the part of the subordinate will enhance the 
superior’s understanding of the subordinate’s 
job (Morris et al., 1979; Jackson, 1983) reduc- 
ing person—role conflict. Moreover, communi- 
cation is expected to lead both parties to a 
more informed and balanced view concerning 
existing procedures, rules and work methods. 
Thus, a reduction in information asymmetry 
should lessen the degree of role conflict. 
Stated conversely: 


Hypothesis 3A. The greater the information asymmetry, 
the greater the person—role conflict. 


In contrast to the negative effects of informa- 
tion asymmetry on role conflict, we expect 
information asymmetry to reduce the extent of 
job tension. Organ’s (1971) laboratory study 
showed that persons occupying roles that 
required a great deal of interaction with 
stakeholders outside the official boundaries of 
the organization experienced greater job ten- 
sion if they believed their behaviors were 
visible by their peers inside the organization. 
Hence, private information concerning the job, 
in this instance, appeared to buffer the employees 
from internal evaluations in much the same 
way that budget slack would serve as a buffer 
for production managers. This relationship is 
also supported by studies which have shown 
job autonomy to be negatively related to job 
tension (Brief & Aldag, 1976). Private informa- 
tion allows the subordinates to exercise more 
discretion and control over job activities and 
outcomes which, in turn, leads to less tension 
and anxiety. 


Hypothesis 3B. The greater the information asymmetry, 
the less job tension. 


Consequences of role conflict 

As noted earlier, role conflict has been tied 
directly to various dysfunctional psychological 
and behavioral responses of employees. How- 
ever, it should be stressed that dysfunctional 
behavior in these studies typically refers to 
such responses as propensity to leave the 
organization, low satisfaction, absenteeism and 
low job involvement (see Van Sell et al, 
1981; Fisher & Gitelson, 1983, for reviews). In 
the present investigation we extend this gener- 
al line of reasoning to include behaviors such as 
gaming, smoothing and filtering (see Birnberg 
et al, 1983; Lawler & Rhode, 1976, 
for reviews). . 

As the subordinate begins to feel that his 
judgment, opinion and decision-making is sup- 
erior to the firm’s, we expect the individual to 
engage in behaviors which are favorable for him 


24 BERNARD J. JAWORSKI and S. MARK YOUNG 


in the short-term but are not necessarily in the 
best interests of the firm in the long-run. For 
example, increasing person—role conflict may 
lead the individual to feel that the system has 
not allowed him the necessary discretion to 
carry out job activities. Hence, in a retaliatory 
fashion, the individual begins to impersonalize 
the job, lower work commitment and take less 
responsibility for work produced. Included in 
this overall behavioral response is the decision 
to simply “provide the firm with what it 
measures” rather than “what it desires”. This 
reasoning leads to the following hypothesis: 


Hypothesis 4. The greater the person—role conflict, the 
greater the dysfunctional behavior. 


Consequences of job tension 

While job tension has been linked to decrea- 
sed job performance (Motowildo et al., 1986) 
the evidence is mixed (Parasuraman & Alutto, 
1981). Conceptually, job tension or anxiety has 
also been related to decreased satisfaction and 
avoidance behavior (Parker & DeCotiis, 1983) 
as well as lack of concern for the organization, 
low job involvement and loss of responsibility 
(Schuler, 1980). 

In the present investigation, we anticipate 
that increased levels of tension, particularly as it 
relates to performance evaluations, will inc- 
rease the likelihood that the individual will 
begin to engage in behaviors that maximize 
indicators used by the firm to assess perform- 
ance. Hence, if the firm uses sales volume to 
assess the manager’s performance, we expect 
the individual to focus attention on sales 
volume, as anxiety related to performance 
evaluations intensifies. This reasoning leads to 
our final hypothesis: 


Hypothesis 5. As job tension increases, dysfunctional 
behavior increases. 


RESEARCH METHOD 


Data collection 

Because of the dismal response rates typically 
encountered in survey research, we followed a 
procedure to insure that the present response 
rates would meet reasonable standards of 
acceptance (see Sudman’s, 1976, discussion of 
response rate evaluation). Specifically, we 
implemented a modified version of Dillman’s 
Total Design Method (1978, 1983). This survey 
procedure details specific principles or meth- 
ods to enhance response rates (i.e. it includes 
such details as when to mail, how to type the 
labels and where to place the stamp). The Total 
Design Method consists of two parts: question- 
naire construction and survey implementation. 
Each aspect of these parts consists of a number 
of precise steps, the details of which have been 
published (Dillman, 1978). Briefly, the steps 
include (1) presenting the survey booklet on 
slightly lighter than normal paper, (2) an 
interesting eye-catching cover page, (3) a blank 
back page, (4) special attention given to the 
first question, and so on. By 1983, 28 studies 
using the method had achieved an average 
response rate of 77% (Dillman, 1983), a rate 
much higher than the typical 40-50% (Herblin 
& Baumgartner, 1978). 

Based upon these impressive results, we 
implemented a modified version of this proce- 
dure. The decision to modify the procedure 
was based upon resource limitations (i.e. in the 
final stage Dillman recommends registered 
letters to all nonrespondents ) and some interes- 
ting pretest results (i.e. the pretest suggested 
that monetary incentives would work and that a 
more personal, less formal letter would be 
more appropriate ).> 

After constructing the survey, we construc- 
ted two pretests. The first pretest involved 


5 The effect of the monetary incentive is quite interesting. Our pretest results with a total of N X 90 executives (NX45 
received the dollar, NX 45 did not) showed that the monetary incentive does work as the reponse rate for those who did 
not receive the dollar was 49%, compared to 79% who received the dollar. This finding is very consistent with work on 
response rates and monetary incentives (see Herblin & Baumgartner, 1978; Kanuk & Berenson, 1975). In short, in the main 


study we included a dollar for all respondents. 
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contacting marketing managers and asking 
them to fill out the survey in the presence of 
one of the researchers. They were instructed to 
fill out the survey, ask questions as ambiguities 
arose, and provide any other information that 
might aid in the data collection effort. After 
each “on-site” interview, the survey was modi- 
fied and a new manager was contacted in a 
different firm. This procedure was repeated 
until only a very limited number of minor 
revisions was being made in the questionnaire 
(n = 10 managers interviewed). At this point, 
we implemented a second, more formal pretest 
(n = 90) in a large eastern city to assess the 
psychometric properties of the scales, assess 
our monetary incentives (ie. 45 received a 
dollar, 45 did not) and obtain a preliminary 
assessment of the results. 

Following the pretest results, we obtained a 
national sample of marketing executives from a 
publicly available list, which is discussed below. 
Approximating Dillman’s approach, we contac- 
ted the respondents on three occasions. The 
first contact included (1) a personalized letter 
on University letterhead signed by hand, (2e a 
hand-written “thank you” written in blue ink on 
the bottom of each of the 500 letters, (3) a new 
one dollar bill, (4) a business reply envelope 
with the researcher’s address type-set on the 
envelope and (5) a professionally drafted, 
seven-page survey booklet (8-1/2" x 7”, 
medium bond). The dollar bill was included as 
Kanuk & Berenson’s (1975) review of the 
survey literature indicated that monetary 
incentives enhance response rates (see also 
Heberlin & Baumgartner, 1978). The second 
contact was a postcard follow-up with a 
handwritten note. The final contact was similar 
to the first contact except the dollar incentive 
was not included. Of the 500 mailed responses, 
379 usable responses were obtained (21 return 
to sender or no longer at address were also 
received). This resulted in a response rate of 
79.1%. However, in the current analysis we 
only used subjects who had complete data on 
all 23 survey items. This reduced the size of the 
sample that we analyzed to 348. 


Sample characteristics 

The national sample (n = 500) was compri- 
sed of marketing executives (i.e. vice-presidents, 
directors of marketing, marketing managers) 
randomly selected from the 1986 National 
Roster of the American Marketing Association 
whose total membership numbered approx- 
imately 25,000. Marketing executives were 
selected for three reasons. 

Firstly, marketing managers rely on account- 
ing information a great deal when making 
decisions (Kotler, 1988). Secondly, such in- 
formation is often used to derive the kinds 
and quantities of products to manufacture 
(Churchill et al, 1984). Thirdly, marketing 
managers play a boundary spanning role in 
organizations and they interact with customers, 
competitors and other stakeholders outside 
the official boundaries of the organization 
(Lysonski, 1985). 

The sample was comprised of vice-presidents 
of marketing and/or sales (16.2%), directors 
of marketing (20.0%), marketing managers 
(45.1% ), brand/product managers (8.4% ) and 
other marketing professionals (10.3% ). While 
this distribution might appear diverse, Hass & 
Wortruba (1983) studied job descriptions and 
contended that vice-presidents, directors and 
marketing managers essentially hold the same 
position and perform similar tasks. On average, 
the respondents had eight years of experience 
with the firm (x = 7.7, s = 6.8) and had an 
average span of control of close to seven 
subordinates (X = 6.75, s = 9.7). The market- 
ing departments sampled varied considerably 
in terms of size, from one individual to sev- 
eral hundred, although the median was 7.2 
employees. Median sales for the 500 divisions 
sampled were 53 million. Most of the sample 
classified their divisions as industrial (50.7% ), 
followed by consumer (28.3%) and both 
consumer and industrial (21.05% ). ” 


Measures 

The scales used in the study are shown in the 
Appendix. Similarly to earlier sections, we use 
Fig. 1 to guide the organization of the section. It 
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is important to stress that since single organ- 
izational informants were used, the data collected 
represent individual perceptions of the organiza- 
tional context (e.g. perceived peer dysfunction- 
al behavior). This focus on perceptions is 
consistent with established organizational anal- 
ysis (Lawrence & Lorsch, 1967; Weick, 1969, 
among others) and some recent accounting 
research (e.g. Merchant, 1981; Chenhall & 
Morris, 1986). 


Goal congruence. Goal congruence refers to 
the adoption of values, goals and objectives of 
the organization as one’s own goals (Buchanan, 
1974). The scale is comprised of two items (see 
Appendix). Cronbach’s alpha for the items is 
a = 0.87. Cronbach’s alpha is a standard 
measure used for assessing scale reliability 
(Nunnally, 1978). 


Perceived peer dysfunctional behavior. Peer 
dysfunctional behavior is a three-item scale 
designed to measure the perceived incidence of 
dysfunctional behavior by peers within the 
organization. Perceived peer dysfunctional be- 
havior may be defined as the individual’s 
perception that his peers knowingly violate 
established control system rules and proce- 
dures. The three items shown in the Appendix 
have an alpha (a) of 0.66. 


Information asymmetries. The information 
asymmetries scale was based upon the respon- 
dent’s judgment of his job knowledge and 
perception of his superior’s knowledge of the 
same job activities. The respondent rated seven 
items for both himself and his superior. These 
items appeared in separate sections in the 
questionnaire. The corresponding items were 
then subtracted from one another to form 
seven difference scores. For example, the item 
“My manager knows exactly how to accomplish 
the work I normally encounter” was subtracted 
from “I know exactly how to accomplish the 
work I normally encounter” to form a single 
difference item. This procedure has the advan- 
tage of reducing the likelihood of response bias 
(i.e. I always know more than my superior) 


and the task is easier than a comparative sur- 
vey item. A similar procedure was used for 
the remaining six items (see Appendix). 
Cronbach’s alpha for this scale was a = 0.90. 


Person-role conflict. Person-role conflict 
refers to the extent to which role expectations 
defined by management are incongruent with 
the role orientation of the subordinate (Miles & 
Perrault, 1976). A three-item scale was devel- 
oped based upon the conceptual work of Miles 
& Perrault (1976). The scale proved to be 
adequate (a = 0.59). 


Job tension. A three-item scale was used to 
assess job tension and anxiety — particularly as 
it related to performance evaluations (a = 
0.60). While this measure is similar in spirit to 
House & Rizzo (1972), it was designed to be 
more consistent with management control 
system research. 


Dysfunctional behavior. Our scale for this 
construct was derived from the earlier litera- 
ture review. This scale is detailed in the 
Appendix. The five-item scale (see Appendix) 
had an a equal to 0.72. 


RESULTS 


LISREL modeling 

A LISREL causal modeling approach was used 
to analyze the survey data (Joreskog & Sorbom, 
1979, 1986). The principal advantage of the 
LISREL approach is that it allows the researcher 
to estimate both the measurement and struc- 
tural properties of a given system of structural 
equations. In the recent past, one typically 
estimated principal component analyzes, con- 
structed factor-based scales, and then estimated 
a series of regression equations. However, this 
approach is limited in that it (1) fails to account 
for measurement error, (2) does not allow for 
simultaneous estimates of measurement and 
structural parameters and hence (3) does not 
provide diagnostic statistics/information for the 
model as a whole. In contrast, the LISREL model 
goes beyond conventional general linear 
models to address each of these limitations. 
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Fig. 2. Operationalization of causal model (correlations between constructs are not included to simplify the diagram): b = 
‘constrained parameter, specific value obtained from measurement model esimates; § = goal congruence; &2 = perceived 


' peer dysfunctional behavior; 6, = information asymmetry; nı 


= person—role conflict; N2 = job tension; Na = dysfunctional 


behavior. 


In brief, the LISREL model consists of two 
parts: the measurement model and the struc- 
tural equation model. The measurement model 
specifies how the unobserved, hypothetical 
constructs relate to the observed indicators. In 
addition, the measurement model is used to 


describe the measurement properties of the 
observed variables (e.g. factor loadings, meas- 
urement error). The measurement model may 
be considered the confirmatory factor analysis 
component of the LISREL model. 

The structural equation model specifies the 
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TABLE 1: Estimated parameters for causal model?>.*4¢ TABLE 1: Continued 
LISREL Standard Standardized LISREL Standard Standardized 
Parameter estimate? error t value value Parameter estimate" error t value value 
Bar 0.508 0.162 3.140 0.499 O11 0.790 0.103 7.667 1.000 
Bs: —0.041 0.118 ~0.347 —0.038 P22 1.096 0.238 4.608 1.000 
Baz 0.331 0.107 3.082 0.313 33 0.582 0.087 6.685 1.000 
a1 —0.296 0.073 —3.050 —0.318 
Yu — 385 0.099 — 3.904 -0315 51 —0.212 0.047 -4522 —0.312 
Yi2 0.465 0.103 4.499 0.447 32 0.188 0.060 3.150 0.235 
Yis 0.161 0.104 1.55 0.113 
Y21 0.138 0.15 1.194 0.110 5, 0.260 0.066 3.942 0.260 
Yo2 0.202 0.24 1.627 0.91 & 0.207 0.069 2.988 0.207 
Y23 —0.494 0.129 — 3.839 —0.340 8; 0.706 0.063 11.279 0.706 
Y32 0.288 0.121 2.389 0.257 84 0.538 0.062 8.740 0.538 
ô; 0.509 0.064 7.906 0.509 
My 0.968" — — 0.860 86 6.538 0.048 11.105 0.538 
Ne 1,002 0.093 10.719 0.891 55 0.681 0.057 12.002 0.681 
A's 0.506" _ — 0.530 5s 0.502 0.046 10.813 0.502 
A'a 0.655 0.083 7.896 0.686 do 0.438 0.095 9.831 0.438 
A's 0.697 0.088 7.928 0.729 510 0.447 0.045 9.933 0.447 
M6 0.8917 — — 0.680 811 0.399 0.043 7.806 0.339 
My 0.740 0.058 12.715 0.565 512 0.372 0.045 8.300 0.372 
X's 0.926 0.061 15.262 0.706 
A'o 0.983 0.083 11.845 0.750 & 0.694 0.066 10.619 0.694 
Mio 0.975 0.083 11.761 0.744 Ez 0.666 0.065 10.186 0.666 
Map > 1.066 0.088 12.163 0.813 E3 0.626 0.065 9.584 0.626 
Mie 1.039 0.087 11.900 0.792 E4 0.700 0.071 9.871 0.700 
£5 0.713 0.071 10.079 0.713 
Ay 0.5044 — — 0.549 E6 0.631 0.073 8.655 0.631 
deo 0.530 0.078 6.835 0.578 E7 0.710 0.064 11.159 0.710 
Aa 0.561 0.080 7.006 0.611 Eg 0.617 0.061 10.118 0.617 
hg 0.494" — — 0.547 £9 0.650 0.062 10.481 0.650 
As 0.483 0.081 5.937 0.535 E10 0.671 0.067 10.957 0.671 
Xe 0.548 0.089 6.140 0.608 £11 0.637 0.061 10.365 0.637 
Ay 0.463" — — 0.543 
Às 0.528 0.071 7.449 0.619 5; 86 0.289 0.042 6.860 0.289 
Ào 0.514 0.68 7.512 0.603 8s 56 0.222 0.038 5.836 0.222 
Aro 0.475 0.065 7.272 0.557 dg ô- 0.313 0.042 7.421 0.313 
Aii 0.514 0.070 7.352 0.603 810 59 0.172 0.037 4.704 0.172 
812 ĝi: 0.064 0.036 1.805 0.064 
War 0.656 0.171 3.843 0.554 E7 33 0.124 0.044 2.843 0.124 
Y22 0.809 0.220 3.684 0.659 £ 5, 0.225 0.042 5,341 0.225 
Ws3 1.097 0.242 4.539 0.798 £10 85 0.234 0.042 5.517 0.234 


3: Parameter estimate constrained. Estimate obtained from earlier measurement models. 
b, : The matrices have been reconstructed to represent endogenous and exogenous estimates. Since the model required 
correlated errors across endogenous and exogenous constructs, only endogenous matrices were used. This allowed one to 
obra all the theoretically derived parameters. 

xX? = 294.34, 209 d.f; GFI = 0.934; AGFI = 0.913; RMSR = .054. 
a, Re = 0.446 for person-role conflict equation; R? = 0.341 for job tension equation; R? = 0.202 for dysfunctional behavior 
equation. 
f; Notes on parameters: (1) Bs and ys are “structural” parameters. They are analogous to path coefficients in regression 
analysis. (2) The ys are factor loadings. They range from 0—1.0 with higher scores representing better loadings. (3) y is the 
variance/covariance matrix of residuals of the unobserved dependent variables. In the above estimates, they represent the 
variances of the residuals. (4) > is the variance/covariance of unobserved independent variables. Hence, the off-diagonal 
estimates can be interpreted as “correlations” between the independent variables. (5) The y and 5 represent measurement error. 
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relationships between the unobserved con- 
structs. Similar to a set of regression equations, 
the model is used to describe the causal links 
between constructs. However, in contrast to 
regression models, the LISREL model links 
unobserved, hypothetical constructs rather 
than concrete, empirical indicators. 

Figure 2 shows the causal model derived 
from the nine basic hypotheses. Following 
Joreskog & Sorbom (1979) and Bagozzi 
(1980), in Fig. 2, lower case Greek letters 
depict parameters to be estimated, ovals de- 
note hypothetical constructs, boxes denote 
empirical indicators, arrows linking circles 
indicate hypothesized causal paths, arrows from 
ovals to boxes reflect measurement relations, 
and arrows from the boxes show measurement 
error terms. In Fig. 2, we followed the conven- 
tion of earlier researchers (e.g. Bagozzi, 1980) 
by “fixing” the first À parameter of each latent 
construct. In order to more fully comprehend 
Fig. 2, consider the “structural” paths between 
the hypothetical constructs. The focus here is 
only on the Bs and ys which link the various 
constructs. For example, y,; represents the 
path coefficient linking goal congruence and 
person—role conflict. Referring to Table 1, we 
can see that this coefficient is significant (t = 
— 3.904). Similarly, the path coefficient relating 
person—role conflict and job tension is repre- 
sented by the B21 coefficient. In Table 1, we can 
see that this path coefficient is also significant 
(t = 3.140). For readers unfamiliar with this 
technique, the first nine coefficients (the Bs and 
ys) reported in Table 1 represent the corner- 
stone of the hypothesis testing. The remaining 
coefficients more fully reflect the fit of the 
model with the data. For those more familiar 
with traditional path models (see Duncan, 
1975, for review), the ovals in Fig. 2 can be 
interpreted as variables, while the Bs and ys can 
be interpreted as path coefficients. 


Tests of bypotheses 

The causal model. \n building the proposed 
system of relationships, we began the analysis 
by examining only the measurement properties 
of the model. Thus, our initial model was a six- 


factor confirmatory analysis with no structural 
paths specified. All As were estimated and the 
diagonal of the matrix was constrained to 1. 

This initial model did not satisfactorily fit the 
data. Specifically, the goodness of fit index, GFI 
= 0.86, the adjusted goodness of fit index, AGFI 
= 0.82, the root mean square, RMSR = 0.07 and 
the Bentler—Bonnett increment fit index 
((3213 — 599)/3213 = 0.81) were inadequate. 
Although there are no standards of agreement, 
it is typically recommended that the GFI and 
AGFI exceed 0.90, the RMSR be near 0.05 or 
less, and the Bentler—Bonnett exceed 0.90. In 
addition, the normalized residual matrix and Q- 
plots suggested that modifications could be 
made. 

It is important to stress that adjustments to 
the model should be guided by theory rather 
than empirical results (Fornell, 1983). Hence, 
we examined the initial parameter estimates 
from the standpoint of theory-guided model 
adjustments. Upon close examination of the 
information asymmetry measure, it became 
apparent that systematic error variance could 
be detected. Specifically, the first three items of 
the construct tap cause—effect asymmetries, the 
next two items tap measurement/evaluation 
asymmetries, and the final two tap the range of 
activities performed. To take into account these 
intercorrelations, the error terms for these 
items were intercorrelated to create three 
“subconstructs”. Estimating these five addition- 
al parameters required five degrees of freedom. 
The resulting Ay? ((%? = 599.05, 215 d.f. — x? 
= 371.21, 210 d.f.) = 227.83 with 5 d.f.) was 
highly significant, suggesting a much improved 
model (i.e. p < 0.0001). Overall, however, the 
model still did not provide an adequate fit (e.g. 
AGFI = 0.891). 

The next model adjustment was motivated 
by a measurement issue. Specifically, it 
appeared that the items pertaining to peer 
dysfunctional behavior and individual dysfunc- 
tional behavior were correlated when the item 
wording was similar. For example, item 1 in the 
peer dysfunctional scale was highly correlated 
with item 1 of the individual dysfunctional 
scale. A similar correlation was apparent for the 
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next two items. To deal with this shared 
measurement variance, we allowed the errors 
for similarly worded items to be correlated. 
This estimation thus required three additional 
degrees of freedom. The resulting y” was highly 
significant ((%? = 371.21, 210 df. — 7? = 
288.11, 207 d.f.) = y? = 83.10 with 3 df). In 
addition to the incremental improvement to fit, 
the overall model fits the data (GFI = 0.936, 
AGFI = 0.914, RMSR = 0.052). At this phase of 
the model estimation we were satisfied with the 
measurement fit, and we turned our attention 
to the structural parameters. 

Using a correlation matrix as input, the initial 
structural model resulted in a very good model 
fit (GFI = 0.934, AGFI = 0.913, RMSR = 0.054, 
Bentler—Bonnett index = 0.91, less than 0.05% 
of the normalized residuals were > 2.0). The 
estimates are shown in Table 1. We should note 
that in order to model the correlated errors 
across exogenous and endogenous matrices it 
was necessary to estimate the series of 
equations using only the endogenous LISREL 
matrices. 


Results of tests of hypotheses 

Consequences of goal congruence. The 
causal path linking goal congruence and 
person—role conflict is strong and in the ex- 
pected direction (y11 = — 0.385, t = — 3.904, 
p < 0.05). Thus, Hypothesis 1A which stated 
that as goal congruence increased role conflict 
would decrease is strongly supported. The 
Structural path linking goal congruence 
and job tension (Hypothesis 1B) was not 
supported. 


Consequences of peer dysfunctional be- 
havior. Hypothesis 2A stated that as perceived 
peer dysfunctional behavior increased, role 
conflict would increase. This hypothesis was 
strongly supported (yi2 = 0.465, t = 4.499, 
p < 0.01). Hypothesis 2B proposed that the 
perceptions of dysfunctional actions on the part 
of the peers would increase the individual’s job 
tension. The data do not confirm this expecta- 
tion (Y22 = 0.202, t = 1.627, not significant). In 
Hypothesis 2C, we expected that an increase in 


peer dysfunctional behavior would lead to an 
increase in manager’s dysfunctional behavior. 
The results support this contention (732 = 
0.288, t = 2.389, p < 0.05). 


Consequences of information asymmetry. 
Hypothesis 3A proposed that greater inform- 
ation asymmetry would lead to increased role 
conflict. The results did not support this 
proposition. Hypothesis 3B, which suggested 
that increased information asymmetry would 
lead to decreased job tension, was supported 


Consequences of role conflict. Hypothesis 4 
stated that an increase in role conflict would 
lead to increased dysfunctional behavior. This . 
hypothesis was not supported (B31 = — 0.041, 
t = — 0.347, not significant). However, while 
we did not formally state the hypothesis, 
increased role conflict did lead to an increase in 
the amount of job tension (B2; = 0.508, £ = 
3.140, p < 0.01). 


Consequences of job tension. The final 
hypothesis (Hypothesis 5) stated that as job 
tension increased, one would expect a con- 
comitant rise in the incident of dysfunctional 
behavior. The causal path linking these two 
constructs supports this hypothesis (B32 = ` 
0.331, £ = 3.082, p < 0.01). 


DISCUSSION 


The purpose of this study was to examine the . 
factors that predict dysfunctional behavior in 
organizations. It was postulated at the outset 
that goal congruence, perceptions of perceived 
peer dysfunctional behavior and information 
asymmetries play an jmportant role in determin- 
ing individual behavior, but that the relation- 
ship is more complex than previous research 
would suggest. In particular, we postulated that 
the effects of the three context variables would 
be mediated by role conflict and job tension. 
Moreover, we also incorporated the goal con- 
gruence construct since it had been hypothesized 
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to be an important predictor of dysfunctional 
behavior (Ouchi, 1979). 

The results provide mixed support for the 
model. Specifically, information asymmetry 
appears to lessen dysfunctional behavior, 
although the effect is indirect. Having private 
information appears to decrease job tension, 
which in turn lessens the degree of dysfunct- 
ional behavior. But the expected link between 
information asymmetries, role conflict and 
dysfunctional behavior did not result. 

The links relating to perceived peer dysfunct- 
ional behavior strongly support the model. 
Namely, the results suggest that peer dysfunct- 
ional behavior leads to increased feelings of 
role conflict and increased job tension. In turn, 
job tension is directly related to increased 
dysfunctional behavior. Finally, the direct link 
between perceptions of peer dysfunctional 
behavior and the individual’s dysfunctional 
behavior is significant. As the individual be- 
lieves his peers are increasingly attempting to 
“game the system”, he is more likely to engage 
in dysfunctional behavior. 

The result that increased goal congruence 
reduced the amount of person—role conflict is 
consistent with previous work in organizational 
behavior (Ouchi, 1979). Our results indicate 
that as the individual internalizes the goals, 
values and beliefs of the organization, his 
actions are more likely to correspond with 
activities desired by the firm. In turn, as 
person—role conflict decreases, job tension 
decreases, with the final result being a reduc- 
tion in dysfunctional behavior. 


CONCLUSION 


Overall, information asymmetries, goal con- 
gruence and peer dysfunctional behavior af- 
fect the incidence of dysfunctional behavior 
through a variety of pathways. The relations 
among variables are quite complex and are 
mediated, in some cases, by person—role con- 
flict and job tension. Certainly the results did 
not support all of our hypotheses. This could 
have occurred for a number of reasons. Firstly, 


it could be that the theoretical underpinning of 
unsupported hypotheses is incorrect. While we 
motivated each hypothesis using the extant 
literature, in some cases some of the hypothe- 
ses that we tested had not been tested previously. 

Secondly, other variables omitted from our 
model could account more for the incidence of 
dysfunctional behavior than those that we 
included. While we acknowledge this problem, 
our reading of the literature led us to develop 
our model based on those variables that seemed 
to account in various ways for dysfunctional 
behavior. 

Thirdly, there could be measurement prob- 
lems relating to the scales used. For instance, 
more work needs to be done to refine the 
measures of information asymmetries and dys- 
functional behavior. As Fornell (1983) notes, 
multiple indicators with relatively low correla- 
tions will increase the relationship between 
observed constructs. Thus, the moderate relia- 
bilities of the role conflict and job-induced 
tension measures may have artificially raised 
the structural estimates. It would be interesting 
to examine the different dimensions of inform- 
ation asymmetries and dysfunctional behavior. 
For example, Lawler & Rhode (1976) and 
Birnberg ef al (1983) identify focusing, 
smoothing, gaming and invalid reporting as 
different aspects of the construct of dysfunct- 
ional behavior. In this study, the construct was 
examined as a single entity. However, even 
with all of these concerns, we believe that this 
study has provided interesting results and 
provides a foundation for additional work 
regarding how these and other variables lead to 
dysfunctional behavior on the part of middle- 
level managers. 

Finally, as was mentioned earlier, researchers 
stil do not understand the link between 
dysfunctional behavior and individual and firm 
performance. In some instances, firms might 
condone some violations of the control system 
if subordinates can demonstrate that these 
violations may actually improve performance 
over the long run. For instance, even if a 
subordinate manager is told to eliminate all 
slack from his budget he could argue that giving 
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him license to create some slack allows him formance in the future. The conditions under 
more freedom to be adventuresome in his which firms would approve of such behavior is 
activities (such as investing in new tech- certainly a topic for future research. 

nology), ultimately leading ‘to better per- 
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APPENDIX: MEASUREMENT OF CONSTRUCTS 


A. Goal Congruence (5-point scale. Strongly Agree-Strongly Disagree, a = 0.87) 
1. I feel that my values and the division’s values are very similar. 
2. My goals and the division’s goals are very consistent. 
B. Peer Dysfunctional Behavior (5-point scale, Never—Always, & = 0.66). 
1. I think my peers in this division tend to ignore certain job-related activities because they are not 
monitored by management. 
2. I think my peers adjust marketing data to make their performance appear more in line with division 
goals. 
3, When my peers present data to upper management. I think they try to emphasize data which reflects 
favorably upon them. 
C. Information Asymmetry (5-point scale, Strongly Agree—Strongly Disagree, a = 0.90) 
1. I know how to accomplish the work I normally encounter. 
2. I am intimately familiar with the day-to-day decisions related to my work. 
3. I have developed an excellent working knowledge of my job. 
4. I can quantitatively assess my performance after I complete my activities. 
5. I am able to adequately assess my performance after I complete my activities. 
6. I can specify the most important variables to monitor in my work. 
7. I could specify performance objectives to cover the range of activities I perform. 
The seven items below are subtracted from the corresponding items above to form seven “difference 
score” items. ‘ 
1. My manager knows exactly how to accomplish the work I normally encounter. 
2. My manager is intimately familiar with the day-to-day decisions related to my work. 
3. My manager has developed an excellent working knowledge of my job. 
4. My manager can quantitatively assess my performance soon after I complete my activities. 
5. My manager is able to adequately assess my performance after I complete my activities. 
6. My manager can specify the most important variables to monitor in my work. 
7. My manager can specify performance objectives to cover the range of activities I perform. 
D. Role Conflict (5-point scale, Never—Always, €a = 0.59) 
1. I perform tasks that I think should be done differently. 
2. I have to buck rules or policies in order to carry ont assignments. 
3. In my view I work on unnecessary things. 
E. Job-Induced Tension (5-point scale, Never—Always, a = 0.60) 
1. I experience tension in my job. 
2. I experience job tension during performance evaluations. 
3. If I don’t attain my performance goals, I feel tense. 
F. Dysfunctional Behaviors (5-point scale, Never—Always, a = 0.75) 
1. I tend to ignore certain job-related activities simply because they are not monitored by the division. 
2. I have adjusted marketing data to make my performance more in line with division goals. 
3. When presenting data to upper management, I try to emphasize data which reflect favorably upon 
me. 
4, When presenting data to upper management, I try to avoid being the bearer of bad news. 
5. Even if my productivity is inconsistent. I still try to make it appear consistent. 
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Abstract 


This essay argues that sampling emerges as a claimed “technique” in auditing in both the U.K. and U.S.A. much 
later than is commonly imagined. While practical auditing texts provide evidence that auditors were selective 
in testing prior to 1900, this is not explicitly articulated as sampling at least until the 1930s. Accordingly, 
statistically based sampling develops to rationalise practices that had been in place for some years and to 
invest auditing with a new scientific authority. The essay further suggests that the history of development in 
auditing technique may be decoupled from changes in audit objectives. Overall, the argument represents a 
preliminary stage in a wider programme for understanding auditing in its social and organisational context. 


The story of the emergence of audit sampling is 
the subject of the present essay and it is the 
story of what we might describe as the pre- 
history of that concept. In what follows, the 
concept of audit sampling, as it is manifested in 
the statements of Dicksee, Montgomery and 
others, is elaborated in order to demonstrate 
that the key epistemological characteristics of 
sampling at this practical level of audit dis- 
course appeared much later than is commonly 
imagined by auditors (although relatively 
quickly in relation to a broader sampling 
discourse). A central question of the audit 
evidence process has always been that of how 
much testing to do. It is suggested below that 
the idea of a sample, articulated with the aid of 
claims to statistically based reasoning, gathers 
momentum from the mid-1930s and develops 
more to rationalise and justify a set of practices 
which were already in place than to herald a 
new basis for audit practice. Thus, while 
reductions in the level of detailed testing 
were characteristic of audits even in the late 


nineteenth century, it is argued that this cannot 
be dignified with the title of sampling. While 
practices of block testing were in some sense a 
form of proto-sampling, it is argued that 
statistically precise notions of “representative- 
ness” were absent until at least the 1930s. 

In other words, we can distinguish between a 
relatively immature form of partial testing, 
driven by economic necessity, and the emer- 
gence of a “newly expert” statistical discourse 
as a basis for rethinking this audit practice. 
Boland (1982) has argued that the American 
accounting profession laid claims to expertise 
in its representations to the newly formed 
SEC prior to the detailed elaboration of that 
expertise. Claims to a new “scientific” and 
statistical basis for auditing can also be seen in 
this “rationalising” light, particularly as the 
technical implementation of statistical sampling 
procedures is, even today, far from being 
unproblematic. However, it is also argued that 
the progressive investment of scientific ration- 
ality in the audit process is paralleled by an 
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intensification of the discourse of expert judge- 
ment. The auditor becomes an expert not 
merely by virtue of a technical prowess — 
which could be replicable by others — but also 
in terms of the authority and legitimacy of 
“professional judgement” within which audit 
technology is embedded. 

A further, though less developed, sub-theme 
of the essay is the complexity of the relation- 
ship between stated audit techniques and shifts 
in audit objectives. The latter are perhaps most 
easy to document but are undoubtedly messy. 
Today we must still admit that, despite profes- 
sional pronouncements to the contrary, the 
objective of fraud detection has not been 
entirely exorcised from public perceptions of 
the auditor’s role. It would of course be 
convenient to suggest that the emergence of 
the discourse on sampling coincides with a 
shift in audit priorities from fraud detection 
to reporting on fair presentation. However, 
history is not as tidy as this and while it is 
plausible to suggest that, faced with the im- 
possibility of exhaustive examination of a 
company’s transactions, the audit profession 
might wish to relegate the object of fraud 
detection from its leading position, it is more 
likely that we need to decouple, initially at 
least, the history of audit “technique” from the 
history of audit objectives. 

It is uncontroversial to suggest that the 
concept of evidence occupies a central position 
in contemporary thinking about auditing. In 
both the U.K. and the U.S.A. the auditor is 
required to obtain relevant and reliable evi- 
dence which is sufficient to enable an opinion 
upon the financial statements to be formed. 
Notwithstanding differences between the local 
regulatory environments of different countries 
it is difficult to conceive of auditing in the 
absence of some such requirement. Its hold on 
our thinking is absolute at the level both of 


professional practice and of academic research 


where descriptive and normative studies of the 
auditor’s judgement process in collecting, 
evaluating and aggregating audit evidence 
dominate intellectual endeavour (e.g. Felix & 
Kinney, 1982). 


An important consequence of conceptual- 
ising the audit evidence process primarily as an 
“expert” and “cognitive” practice is that the 
historical emergence of audit technique and 
related claims to expertise can be overlooked. 
One can draw the all too swift conclusion that if 
any activity is to count as auditing then a self- 
evident concept of audit evidence will be the 
centre of gravity of the process. Such an 
ahistorical view is reinforced by proposals for 
an a priori of auditing in which basic postulates 
may be elaborated. Mautz & Sharaf (1961) and 
Flint (1988) are among the principal exponents 
of this approach which seeks to reconstruct the 
most basic and fundamental elements of audit 
practice. Common to their proposals is a form 
of postulate requiring that the object of audit be 
susceptible to verification by evidence. Verifica- 
tion is the “vehicle that carries one to a position 
of confidence about any given proposition” 
(Mautz & Sharaf, 1961, p. 43). Such a view 
implies that beyond the historically contingent 
environment of statute and case law one can 
delineate and reconstruct a historically neutral 
concept of auditing (in Mautz & Sharaf’s case 
this is a concept with explicit allegiances to 
scientific method). 

Thus the concept of audit evidence as we 
understand it today seems to stand outside 
history. The implications of universalising the 
concept of audit evidence in this way at the 
level of policy can only be suggested. At one 
level there is a danger that an a priori of 
auditing smooths over tensions within the audit 
process and seeks to rationalise and abstract it 
from the organisational contexts in which it 
operates and the historical field from which it 
has emerged. Indeed, programmes for the 
harmonisation of audit practices and standards 
misconceive this. task as purely technical in 
nature and thereby understate the culturally 
specific interconnectivities of audit technique 
and local regulatory frameworks (Carmichael, 
1985). Historicising and contextualising the 
concept of audit evidence is an essential first 
step towards understanding these matters. 

At stake in this proposal is the question of 
how to do the history of auditing. Such histories 
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of auditing as exist in both the U.K. and the 
U.S.A. are primarily focused upon the develop- 
ment of the legal, regulatory and professional 
Structures of auditing. Shifting patterns of 
(claimed) technique and methodology which 
occur in parallel with these more manifest 
changes have been relatively neglected. This is 
understandable given that historians are usually 
able to obtain ample documentary support for 
legislative changes affecting the auditor where- 
as a history of audit technique seems to require 
evidence of what auditors actually did. Such 
evidence is almost impossible to obtain in so far 
as sources such as working papers are unlikely 
to exist or be readily accessible. Even if they 
were available, we might still be concerned as 
to whether such documents “truly” reflected 
practice. 

The problem is not purely one of historical 
access but also of intellectual orientation. 
Auditing research in the nature of field studies 
of what auditors actually do, as opposed to 
studies of what auditors claim they do or would 
do, scarcely exist. Burchell et al. (1980) 
initiated an agenda of research in management 
accounting in which the gap between the 
claimed legitimate role for accounting informa- 
tion and its actual functioning in specific 
contexts emerges as an object of investigation 
and analysis. Despite Humphrey & Moizer’s 
(1990) recent analysis, this agenda is still in its 
infancy in auditing. A parallel with Kaplan’s 
recent call for field studies in management 
accounting has yet to occur in auditing. The 
present discussion is premised on the view that 
historical enquiry, in which claims to auditor 
expertise are bracketed and suspended because 
they actually emerge from historical processes, 
is an important dimension within which this 
broader form of analysis might develop. Under- 
standing the shifting rationales attached to what 
auditors “actually” did in the past may provide 
some guidance as to the questions that should 
be currently posed. 

The impoverishment of historical sources 
about audit practices is perhaps an irresolvable 
irony for a project attempting to track the 
emergence of audit evidence. But equally, such 


a concern runs the risk of underestimating the 
textual dimensions of auditing practice in 
favour of some questionable ontology of “what 
was actually done” (as if this might be carried 
on disconnected from such officially inscribed 
discourses). If the level of action can only be 
interpreted through textuality and vice versa, 
then they are reciprocal dimensions of the 
phenomena under investigation. In this essay 
the weight of the argument rests upon an 
analysis of the key practitioner texts by Dicksee 
and Montgomery together with other state- 
ments in The Accountant and The Journal of 
Accountancy. The practical necessity of relying 
upon these auditing texts of the day is not 
necessarily a methodological imperfection as 
Myers (1985) seems to suggest. If one takes 
such a view one is always concerned about 
whether a leading text, such as Montgomery’s 
Auditing (1912), is describing current practice 
or is somehow ahead of it and more normative 
in substance. But we should not overstate the 
duality of text and action although there may be 
time lags and other sources of tension between 
the two. 

In the present essay it is argued that the 
discourse of sampling in its advanced statistical 
form precedes and shapes those detailed prac- 
tices which come to be transformed in the 
name of this new “scientific” technology. Thus 
we must broaden our historical conception of 
audit “practice” to see that certain discourses 
serve to “render practical” or transform the 
“practicality” of actions (cf. Miller & O'Leary, 
1990). In other words, those activities that we 
designate as practical and attempt thereby to 
demarcate from the realm of historical process 
and change are, in reality, a result of such a 
process. Auditing texts, such as those by 
Dicksee and Montgomery, cannot simply be 
regarded as codifications of best practice but 
serve to construct conceptions of audit as a 
practice. 

The focus of this essay is less with the analysis 
of detailed audit practices and procedures, 
which might involve considerable. local varia- 
tion between firms and offices,.than „With a 
much broader transformation Aii- the ’ audit 
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evidence discourse at the heart of which lies 
the concept of sampling! A parallel with 
financial reporting may help to make the point.” 
Concerning the definition of accounting, Ijiri 
has observed that: 


Though the fundamental principles of accounting have 
not changed, we are now interpreting the same 
principles from a more user orientated viewpoint. Thus, 
what has changed is our interpretation of accounting 
methods and not the fundamental substance of account- 
ing (ljiri, 1975, p. 31, emphasis added). 


Though we might take issue with the idea of a 
“fundamental substance” of accounting (or 
auditing) the point is well made. “Predictive 
ability”, as a scientistic rationale for accounting, 
provides a reinterpretation of its mission and 


simultaneously invests accountants with a 


renewed technical authority. The predictivity 
of accounting implies the credibility of the 
predictors, i.e. accountants. Hence it may be 
that interpretations and rationales which origin- 
ate within texts that are remote from “practice” 
come to reinterpret and rationalise it. It is in 
this sense that the textual focus of the paper is 
further justified. 

The approach which has been adopted bears 
a family resemblance to other recent innova- 
tions in historical accounting research. Napier 
(1989) distinguishes different approaches to 
accounting history, one of which he describes 


as “contextualising”. A distinctive feature of the 


latter seems to be the undermining of rational- 
evolutionary perspectives on the development 


of accounting. Elsewhere, Hopwood (1987) has 
stressed the contrast between the fragmented 
actual development of accounting and domi- 
nant rationalisations of its history. In a similar 
way, Miller & O’Leary (1987) distinguish their 
theoretical approach both from those-histories 
that simply chart the development of particular 
accounting practices and from those that have a 
scientific normative perspective. Placing the 
issue of “progress” in question they concern 
themselves centrally with an analysis 


of our contemporarily received notions by a demonstra- 
tion of their historical emergence. The point of history 
in this sense is to make intelligible the way in which we 
think today by reminding us of its conditions of 
formation (Miller & O'Leary, 1987, p. 237). 


Statistical sampling is precisely a “contem- 
porarily received” notion in this sense. Miller 
and O'Leary locate the conditions of formation 
of the particular “discursive practice” that 
concerns them — standard costing — within a 
wider nexus of events, i.e. “the general shift in 
the form of administration of social life which 
occurs around the turn of the century”. While 
the approach adopted in this essay is perhaps 
more modest in its horizons and more focused 
in its views on the sources of textual sig- 
nificance for auditing, there are undoubted 
parallels with Miller and O’Leary’s substantive 
thesis. As we shall see in the third section, the 
rise of “professional” statistics, particularly in 
the U.S. during the 1930s, was conditioned by 
the emergence of new perceptions of social 


1 Jt would, of course, be valuable to analyse the history of audit procedure at a much more detailed level. For example, 
there is an interesting story to be told concerning the development by firms of their own “practice” manuals, and more 
recent moves to publish these manuals. Implicit in such developments is the recognition that the official statements of 
practice provide insufficient guidance to staff. In other words, texts such as those which provide auditing standards and 
guidelines in the U.K. are regarded as insufficiently “practical”! The problem is, of course, much more general than this. No 
set of rules can carry within itself the conditions of its own applicability. To apply a rule in a particular circumstance 
requires an extensive body of tacit knowledge in an attempt to render it fully explicit. Expert system research programmes 
are a paradigmatic instance of this. However, such programmes seem to assume that codification of procedures is 
professionally desirable. While this must be true to some extent, a professional, such as an auditor, is likely to resist the 
rendering of his/her judgement processes fully transparent. Codification, such as expressed in U.K. auditing standards and 
guidelines, may therefore play more of a role in securing external legitimacy of the profession than in guiding practice. In 
this sense, the “practical” vagueness of rules may be functionally desirable! Or to put it another way, technical professional 
pronouncements serve less for internal guidance and more for external legitimacy. 


a i . 
2] am grateful to an anonymous reviewer for suggesting this point. 
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control and management. Indeed, the history of 
sampling in its broadest sense is the history ofa 
set of intuitively based practices in search of 
both theoretical rationalisations and program- 
matic mobilisation. Thus the present essay 
shares in the objective of analysing auditing as 
one of our “most legitimised forms of con- 
temporary discourse” (shaken periodically by 
scandal and criticism) and seeks to unpack the 
pre-conditions of sampling techniques. 

The emphasis upon pre-conditions deserves 
some comment. It reveals a concern, not with 
accepted and fully articulated.concepts such as 
audit sampling in its contemporarily under- 
stood form, but with the historical antecedents 
that enabled the concept to emerge in the 
particular form that it did. This is not to be 
confused with a deterministic view of history. 
There is no necessary development from one 
phase to another. However, one can legiti- 
mately look back from a later phase and 
explicate the conditions which enabled it to 
take shape. In this sense one is concerned less 
with history than with prehistory. 

In the second section, the argument pro- 
ceeds initially in an ahistorical fashion. A 
simple model of the audit evidence process is 
advanced with a view to distinguishing the 
dimension of the scope of audit work, i.e. how 
much work to do, from the dimension of the 
depth of audit work, i.e. the quality of any 
particular procedure. This distinction provides 
a useful template for organising the historical 
material that follows. In the third section, the 
emergence of probability and a broader history 
of representative sampling in the late nine- 
teenth and early twentieth centuries are con- 
sidered and appropriated to provide a historical 
context for the consideration of auditing. 
Sampling emerges across a wide range of 
practices driven more by economic and admini- 
strative necessity than by high theory. In the 
fourth and fifth sections the argument focuses 
upon developments in the U.K. and the U.S.A., 
respectively. While there are obvious differ- 
ences between these two contexts of audit 
practice there are sufficient continuities regard- 
ing the reception of sampling methodologies. In 


the sixth section, the emergence of explicit 
statistical programmes for sampling procedures 
is briefly considered, although this marks the 
end of what we might call the prehistory of 
audit sampling. 


A MODEL OF THE AUDIT EVIDENCE PROCESS 


Before looking at the emergence of audit 
sampling in more historical detail it is neces- 
sary to elaborate upon the concept of audit 
evidence as it is currently understood. For 
example, professional guidance in the U.K. (e.g. 
ICAEW, 1987) states that the auditor must 
obtain relevant and reliable audit evidence 
sufficient to enable an opinion on the financial 
statements to be formed. For the present 
purposes we need to distinguish questions of 
Sufficiency from relevance and reliability. 
Questions of quality naturally arise in relation 
to the latter and the auditor is generally 
required to seek the highest quality evidence 
that is economically available. Professional 
guidance suggests that documentary evidence 
is superior to oral evidence; third party 
evidence is superior to internal client gener- 
ated evidence. This is the official doctrine on 
audit evidence quality. 

It is interesting to note that these profes- 
sional statements tend to conflate the evidential 
process with evidential matter. In other words, 
evidence tends to be regarded as a thing and 
hence the most “reliable” evidence is that in 
which evidence as a thing is closest to that for 
which it is evidence. Gray (1985) seems to 
reproduce this reification of the audit evidence 
process in a more subtle but no less semiotic- 
ally significant manner. Metaphors of “close- 
ness” and “correspondence” serve to emphasise 
the legalistic ideality of some form of “natural” 
evidence relation in which the role of judge- 
ment is minimised. A paradigm example of this 
would be the physical inspection of an asset 
to vouch its existence. Consequently, other 
dimensions of the audit evidence process come 
to be seen, albeit implicitly, as necessarily 
imperfect derivatives of the ideal. For example, 
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forms of “created evidence”, such as invoices 
and registers, purport to represent the under- 
lying economic “reality” of recorded trans- 
actions and the auditor must satisfy himself as 
to their authenticity. Such a model of auditing 
projects a continuum ranging from the ideal of 
natural evidence to more analytical procedures. 
We can reorganise this way of thinking by 
introducing two fundamentally different dimen- 
sions of the audit evidence process. Certainly, 
documents such as invoices have a representa- 
tional function in pointing beyond themselves 
to signify economic events, and a large part 
of audit work is the reliance upon created 
evidence of this kind. It is here that many 
concerns with evidence quality are appropriate. 
This can be described as the verificatory 
dimension of the audit evidence process. We 
can characterise it by the metaphor of depth 
and it is to be distinguished from the dimension 
of scope. The concept of “sufficiency” of audit 
evidence is ambiguous between these two 
dimensions since we can ask the following two 
questions. 

(1) “How much testing must be performed 
on each transaction or balance?” This is a 
concern with the quality or the depth of audit 
testing. It is a concern with the sufficiency of 
verificatory procedures for this particular 
item. 

(2) “How many transactions/balances need 
to be tested and on what basis may they be 
selected?” This is a concern with the extent or 
scope of audit testing. 

Another way of making the same distinction, 
is to differentiate representationality (depth) 
from representativeness (scope). The point is 
important. For any given transaction, an invoice 
represents or signifies it in some way (which the 
present essay does not intend to render prob- 
lematic), as we saw above. This is representa- 
tionality. However, a selected transaction as part 
of a sample also functions as a representative of 
the state of other recorded transactions. It 


points beyond itself to other unselected items 
as their representative. We can model this 
distinction between depth and scope, representa- 
tionality and representativeness, diagrammatically 
(see Fig. 1). 

As indicated above, this model of the audit 
evidence process is deliberately schematic and 
abstracts from detailed audit methods and 
technologies. It serves to characterise two 
different inference problems facing the auditor 
— how to infer on the basis of evidential matter 
that a stated transaction is a true representation, 
and how to infer that the results of a partial 
investigation are representative of the total 
population, 

Having articulated this distinction in an a 
priori fashion it is now necessary to indicate 
that the history of auditing testifies to develop- 
ment and innovation in both dimensions. While 
the focus of this essay is the emergence of 
concerns with the scope of audit work and the 
arrival of a sampling discourse as a basis for 
articulating these concerns, it must also be 
noted that the verificatory dimension is his- 
torically more prominent. There are a number 
of possible reasons for this. Firstly, to the extent 
that the history of auditing can be interpreted 
as the history of audit failure, as publicised in 
litigation, then new verificatory procedures, e.g. 
attendance at stocktaking and the circularisa- 
tion of debtors, have their roots in these 
specific circumstances. Secondly, and more 
speculatively, increasing refinements and 
codifications of best verificatory practice could 
be readily accepted by auditors but the ques- 
tion of the extent of audit work is intimately 
bound up with the status of expert professional 
judgement. A publicly ` available intellectual 
basis for addressing this dimension of audit 
procedure was unavailable for many years. 
Before illustrating this claim in more detail we 
need to consider the history of representative 
sampling to provide a broader institutional 
context for the analysis. 


3 This diagram is a model only. It is not intended to imply an onotological gulf between economic events and accounting. 
Hines (1988) has argued comprehensively against such a duality. 
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THE EMERGENCE OF REPRESENTATIVE 
SAMPLING 


It is generally accepted that the concept of 
“representative sampling” makes its first signifi- 
cant appearance in 1895 with Kiaer’s work on 
the Norwegian population census. Yet there is 
` equal agreement that the significance of his 
work did not emerge fully until many years 
later. Westergaard (1932) argues that sampling 
lacked any theoretical foundation until the 
early years of the twentieth century, despite 
“various energetic attempts at.an application of 
it” (p. 263) which seemed to give “tolerably 
reliable results” (although this latter point was 
vigorously disputed). However, a number of 
writers have also emphasised the long practical, 
if not theoretical, tradition of sampling. Stigler’s 
(1977) account of the quality control pro- 
cedures at the Royal Mint dates the origins of 
the practice to the twelfth century. Yates 


(1946) argues in a similar vein claiming that 
sampling was hardly.a new subject: 


Sampling, after all, is largely a matter of common sense, 
and the common sense approach has often resulted in 
more rapid progress in technique than has the more 
purely mathematical approach (Yates, 1946, p. 12). 


Against these assertions of the practical roots of 
sampling must be weighed the misgivings of an 
emerging body of professional statisticians. 
Kiaer’s notion .of “representativeness” was 
attacked for being vague and ambiguous. As 
Porter (1986, p. 236) and others have noted, 
the statistical ideal of complete enumeration 
ensured an unfavourable reception for Kiaer’s 
work in the newly formed International Statistical 
Institute. Futhermore, in the absence of reliable 
information regarding the- population as a 
whole, it was difficult, if not impossible, to 
know what “adequate representation” was. As 


44 MICHAEL K. POWER 


McShane (1970) argues, the notion of an 
adequate sample appeals to some criterion of 
similarity to the population, but we are no 
better off with the concept of similarity than we 
are with that of representativeness. Thus, in 
order to sample it was recognised, and still is to 
a large extent, that one must have knowledge of 
the population from which the sample is drawn. 

This air of paradox surrounding the concept 
of sample inhibited serious theoretical con- 
sideration of Kiaer’s ideas for many years. In 
addition, he himself said little about the applica- 
tion of the mathematics of probability to his 
ideas and his methodology for constructing a 
sample was effectively an attempt to build a 
miniature of the population itself. Stephan 
(1948) has argued that modern sampling might 
have developed earlier than it did since the 
theory of probability was well established in the 
eighteenth century. Yet many factors served to 
delay application to practical sampling for a 
further two centuries. 

We shali consider the reasons for this 
emergence of an institutionally grounded statis- 
tical interest in sampling methods shortly, but 
first it is necessary to consider sampling in its 
most general form. As a mode of informal 
inference, Kruskal & Mosteller (1979) have 
argued that sampling lies at the heart of 
experience itself — a view shared by Stephan 
(1948) who claims that all empirical knowledge 
is derived from incomplete or imperfect observa- 
tion. Such practices were widespread in estimates 
of crop yields and populations in the seventeenth 
and eighteenth centuries and the question 
arises whether we can retrospectively dignify 
these procedures with the concept of sampling. 


An intentional investigation of fewer than all units in a 
population we might today well call sampling. In the 
late nineteenth century such items as “partial investiga- 
tion” and “indirect methods” seem to have been 
popular (Kruskal & Mosteller, 1979, p. 14). 


Ironically, if sampling can be said to have its 
origins in humble pragmatic circumstances 
then so too does the concept of probability 
which comes to dignify it. Hacking (1975) has 


argued that the concepts of probability in 
particular, and scientific evidence in general, 
have their origins in the “low sciences” of 
opinion in the sixteenth century. The capability 
of objects or things to act as signs could only 
emerge at the expense of theological and 
jurisprudential conceptions of authority and 
probity. In other words, it was necessary for the 
credibility of persons to be replaced by the 
credibility of things. Of course this programme 
has never been fully completed and a perma- 
nent dialectic of subjectivism and objectivism is 
perhaps a fairer representation of the concep- 
tual stakes which are played out within a 
shifting institutional framework. 

Hacking (1981) has also argued that the rise 
of statistical thinking in general is inextricably 
bound up with the striving for an anonymous 
discourse and the creation of statistical bureauc- 
racies capable of “taming”, via quantification, 
the chance effects of social development. 
Therefore, the emergence of statistics in 
general and sampling in particular can never be 
a purely epistemological story, but is intimately 
bound up with technologies of social manage- 
ment. Porter (1986) has traced the rise of 
statistics and emphasises the sense in which, as 
part of a programme of social intervention, it 
has always been much more than mere mathe- 
matics. Statistics is therefore simultaneously the 
power to disclose and to act — to represent and 
to intervene (Hacking, 1983). 

Implicit in such claims is an inevitable 
dialectic between the objectivity of that which 
is disclosed and the subjectivity of the inter- 
vener. It is a dialectic that we can trace into the 
auditing literature and which is present in any 
professionally bounded social calculus. It is a 
dialectic inherent in the very idea of “applying” 
such a calculus. As McShane (1970) has put it in 
the context of sampling: 


When we restore to our concept of sampling the 
normally accompanying language of “how to go about 
it” it becomes evident that the reliability (rather than 
the probability) of sampling inferences springs from the 
watchful labours of the sampler not from the application 
of a calculus which takes no account of those labours 
(McShane, 1970, p. 123). 
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In the auditing context we shall see that 
the emergence of an increasingly technically 
elaborate statistical sampling discourse is 
accompanied by, rather than replaces, an 
intensified discourse of professional judgement. 
More broadly, we can see that the probabilistic 
refinements of sampling in the early twentieth 
century were not simply technical discoveries 
but had their roots in a new managerial agenda 
for a culture of professional statisticians. 

The opposition of professional statisticians to 
the idea of sampling inherent in incomplete 
surveys had more or less dissolved completely 
by 1924 when the bureau of the ISI commis- 
sioned a study on the application of the 
representative method in statistics. Prior to this, 
thinkers such as Pearson, Fredholm and Bowley 
had explored the concept of a fair sample in 
very practical contexts such as forestry, indus- 
try and population surveys. Only after the 1925 
meeting of the ISI were significant intellectual 
resources diverted towards the proper applica- 
tion of sampling, thereby legitimating the 
activities of the “inference experts” (Gigerenzer 
et al., 1989, chapter 3). 

The theoretical refinements of sampling 
cannot be disentangled from its institutional 
setting. Hansen & Madow (1976) emphasise 
the economic motivation for sample surveys 
such as those employed by the U.S. census 
bureau: 


a sample survey is an economic production process 
intended to make the most efficient use of limited 
resources in order to achieve specified goals (Hansen & 
Madow, 1976, p. 77). 


Thus, from the very first, the technology of 
sampling is grounded in an economics of social 
control. Nowhere is this more evident than in 
the U.S.A. during the 1930s. The various 
programmes for relief initiated by the New Deal 
resulted in increased statistical needs and 
thence in the recruitment of leading statis- 
ticians from universities and business. Surveys 
on urban housing and health were among the 
many projects overseen in part by the newly 
established Central Statistical Bureau, although 


problems of application persisted and the com- 
munication of issues remained underdeveloped. 
In 1932, Shewhart, who had pioneered sample- 
based quality control inspection procedures in 
the U.S. telephone industry in the 1920s, visited 
the U.K. and was undoubtedly a stimulus for the 
Royal Statistical Society to form its Industrial 
and Agricultural Research Section in 1933. This 
“applied” supplement to the main journal 
provided a forum for exchange between statis- 
ticians, engineers and agriculturalists. Pearson’s 
paper on “Problems of Industrial Sampling” 
initiated the new interdisciplinary agenda. 

At a technical level the work of Fisher and, 
particularly, Neyman enhanced the specificity 
of sampling methodology, and the latter’s ideas 
were particularly influential in the department 
of agriculture. Tables of “random” numbers 
were published in response to the need for 
unbiased selection, and Tippett’s (1927) publi- 
cation is perhaps the most notable practical 
text. But even Neyman, in his famous 1934 
essay, acknowledged the economic and social 
interests in sampling which are hidden by the 
anonymous legitimacy of randomicity. 


Very probably this popularity of the representative 
method is also partly due to the general crisis, to the 
scarcity of money and to the necessity of carrying out 
statistical investigations connected with social life in a 
somewhat hasty way (Neyman, 1934, p. 558). 


The emergence of representative sampling 
must therefore be understood as the crystallisa- 
tion of a set of disparate practices despite, 
rather than because of, theoretical innovations. 
It seems clear that expert statistical endeavour 
was marshalled to rationalise practices of partial 
investigation which were necessitated in a 
number of different domains. The Second 
World War provided a further stimulus, as well 
as some disruption, to these efforts, most 
notably in the context of munitions quality 
control. 

The deliberate emphasis on the institutional, 
rather than the technical dimensions of the 
emergence of sampling, suggests an explanation 
for the peculiar timing of the investment of 
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theoretical energy in the problem. MacKenzie 
(1978) and Norton (1978) have drawn atten- 
tion to the social origins of other areas of 
Statistical theory, but this seems to be a more 
visible process in the context of sampling. 
Indeed, one could push the point that, notwith- 
standing the work of Fisher and Neyman in 
biological and agricultural contexts, the myth 
of the scientificity of sampling was established 
despite considerable technical ambiguities in its 
application (MacKenzie, 1981, pp. 212-213). 
Sampling established itself in a culture of 
scientific optimism for social management 
which can be traced back to the “political 
arithmetic of the nineteenth century” (Porter, 
1986). In this sense, ideas of absence of bias, 
coverage and objectivity help to sustain both 
the proto-scientificity and the ambiguity of 
sampling. In turn this sustains both the credi- 
bility and the professional discretion of expert 
judgement in applied contexts; both vital 
dimensions of expertise. As we shall see, the 
“rhetorical strength” (Kruskal & Mosteller, 
1979, p. 13) of representative sampling is at 
least as important as its technical specificity in 
the context of auditing and it is this context to 
which we return in the next section. 

To summarise: the recent history of represen- 
tative sampling is undoubtedly messy. While 
there are some notable landmarks one is struck 
by the interpenetration of economic, social and 
scientific interests. There are clearly con- 
nections between the interests underlying 
sampling practices and those of socio-political 
management described by Miller & O’Leary 
(1987) — eugenics being the obvious example. 
More generally, sampling procedures claimed 
to provide a technology of analysis and, by 
implication, intervention consistent with trans- 
formations in state governmentality and admini- 
stration (see also Miller & O'Leary, 1990). In 
this respect, the “efficiency” of sample methods 
was at least as important as their claims to 
scientific credibility. Sampling is the technology 
of efficient social intervention, and newly 
formed institutions of statistical research func- 
tioned as a crossroads between the epistemo- 
logical properties of probability theory, an 


economics of scarcity and a political will for 
social control. 


TESTS AND SAMPLES: THE U.K. 


Conventional histories of U.K. auditing (e.g. 
Lee, 1986) focus upon its shifting objectives — 
the most significant transformation being the 
gradual relegation of the detection of fraud and 
error from a primary to a secondary objective. 
According to Lee it is not until the period after 
1941 that the attestation of the credibility of 
financial statements finally assumes a primary 
role. Prior to this he suggests that-the primacy 
of fraud detection is being eroded due to what 
he describes as “continued improvements in 
financial accounting practices and reporting, 
and the gradual awareness by company manage- 
ment of ifs responsibility for fraud and error 
detection and prevention”. 

According to Lee, another development over 
the period 1881—1941 is the rise of the 
“verification of financial accounting records 
accuracy”. He also argues that the “test basis” of 
auditing emerges in the 1930s — forced upon 
the auditor by virtue of an expansion in the 
volume of business by companies. 


The auditor was finding that instead of checking the 
arithmetical accuracy of every transaction, document or 
entry, he could verify these factors on a test basis if he 
first evaluated the strength of internal control (Lee, 
1986, p. 162). 


This historically based rationalisation of the test 
basis of auditing is widely accepted as uncon- 
troversial. But it is not clear how the emer- 
gence of sampling, in even an immature 
epistemological form as “testing” (i.e. not yet 
fully articulated in terms of probability theory), 
can be mapped on to these developments. In a 
tidy scheme of things one would expect the 
appearance of sampling at the same time as 
the objectives of auditing shift away from the 
requirement to detect fraud and hence to test 
large, if not complete, volumes of transactions. 
To see that this is too simple we need to trace 
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the contours of the prehistory of sampling 
proper. 

A notable shift in public opinion about the 
role of audit in the U.K. seems to have occurred 
following the failure of the City of Glasgow 
Bank in 1878. In 1879 annual statutory audits 
became a requirement for banks whose share- 
holders were to have limited liability hence- 
forth. In addition there was growing judicial 
criticism of the methodology of auditing for 
being “mechanical” and involving no com- 
parison of accounts with underlying reality. 
These criticisms emerged again in the case of 
the Leeds Estate Building and Investment 
Company 1887, in which the auditor had 
certified the correctness of the financial state- 
ments but had not undertaken a detailed 
examination. 

According to Chatfield (1977), the judge- 
ment on this case was that 


it was the auditor’s duty to inquire into the substantial 
accuracy of the balance sheet provided by management, 
not merely its arithmetical correctness (Chatfield, 1977, 
p. 116). 


Subsequently, there were similar pressures for 
the enhancement of audit quality in terms 
of verifying the relationship of accounting 
numbers to some external reality. In the 
Kingston Cotton Mill case (1896), it was ruled 
that the auditor could rely upon a certificate of 
the value of stock (rather than taking stock 
himself) only if he could trust the company 
official giving it — thereby relying upon the 
view of another party as to the nature of such 
economic facts. 

These concerns with the quality of verifica- 
tory procedures in auditing are effectively 
focused upon the “depth” of audit work as 
mentioned in the second section of this paper. 
This emphasis seems driven primarily by con- 
cerns about the auditor’s liability in the context 
of a primary duty to search for fraud. But 
the subsequent limitation of high volume 
“mechanical” testing in favour of selective but 
higher quality verificatory procedures did not 
bear the characteristics of a “representative” 


sample at this time; indeed, the concept did not 
exist. Rather, other practical concerns are 
forcing auditors to be more selective. 


Before 1890 little interest was shown in internal control 
systems other than cash, and little was said about 
sampling as an alternative to a complete check of 
bookkeeping detail. Where testing was used it seems to 
have been viewed not as an application of probability to 
shorten the work but to make a partial examination in 
cases where stockholders refused to pay for a complete 
audit (Chatfield, 1977, p. 120). 


Thus it could be argued that test checking in its 
early form seems to have had no rationale other 
than as a cost reduction exercise. Chatfield 
asserts that this “sampling” became common 
practice after 1900. But we saw in the previous 
section that “representative sampling” was only 
born as an ambiguous concept in the late 
nineteenth century and developed much later. 
It could not have filtered into the auditing 
discourse as early as Chatfield suggests. He and 
others therefore describe as “sampling” those 
procedures which might best be described 
as “block” tests. Indeed, early applications 
of “representative sampling” in population 
surveys were crudely assertive of their repre- 
sentative credentials on the grounds that a 
substantial fraction of the population was 
surveyed. Similarly, forestry sampling at the 
turn of the century generally involved a form of 
proportional or block testing. We might call 
this non-expert or pragmatic sampling, in 
which the key concept of representativeness 
has not been rendered explicit with the aid of 
Statistical reasoning. As we shall see, the 
relevant notion of signification or represen- 
tativeness is absent from the auditing discourse, 
in even its vague and embryonic form, until the 
1930s. The general point is that the technical 
concept of “representativeness” only crystal- 
lises within an overall “style of reasoning”. 


Most professionals now believe that representative 
sampling gives more accurate information about a 
population than an exhaustive census. This was unthink- 
able during most of the Nineteenth Century. The very 
thought of being representative has had to come into 
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being. This has required techniques of thinking together 
with technologies of data collection. An entire style of 
scientific reasoning has had to evolve (Hacking, 1990, 
pp. 6~7). 


In other words, modes of evidence and even 
standards of proof are relative to broader styles 
of reasoning. Refinements in the technical 
concepts of representativeness, particularly 
around the idea of randomicity of selection, 
articulate an important shift in the style of audit 
judgement. Block testing made good sense 
relative to the context of, often tacit, profes- 
sional knowledge of the nineteenth century. 
Today, auditors would worry about the repre- 
sentativeness of the sample, but at the time 
conceptions of “adequate proof” were simply 
implicit in an unarticulated consensus of pro- 
cedure. Indeed, it may be anachronistic to 
impose modern concepts of proof upon this 
audit process at all (as Toba, 1975, has done). 

The auditing context differs significantly 
from other sampling contexts described in the 
third section because of the function of internal 
check in the external auditor’s reasoning pro- 
cess and its relation to the extent of the 
auditor’s work. It will suit the argument to 
consider Dicksee’s remarks on the scope of 
audit testing. 


Before dealing with the various methods to be adopted 
to ensure the detection of errors it will perhaps be not 
out of place to enquire what is the extent to which an 
Auditor is expected to carry out his research. This will 
naturally vary according to the circumstances of each 
individual case; but, even allowing for this, the greatest 
diversity of opinion obtains, some claiming that an 
auditor’s duty is confined to a comparison of the Balance 
Sheet with the books while others assert that it is the 
Auditor’s duty to trace every transaction back to its first 
source. Between these two extremes every shade of 
opinion may be found; and among others, the opinion of 
most practical men: for — were the Auditor's functions 
limited to a certification that the Balance Sheet 
submitted to him was in accordance with the books, it 
would be difficult to conceive why the old-world 
amateur Auditor should have been found so lamentably 
wanting. On the other hand, it cannot be denied that 
(except in concerns of comparative insignificance) a 
minute scrutiny of every item would be quite impos- 
sible to the Auditor although it is in the highest degree 


desirable that every undertaking should possess the 
means of making such an examination for itself 
(Dicksee, 1892, p. 7). 


This extensive statement is revealing in a 
number of respects. Firstly, the problem of the 
extent of audit testing is a problem of what it is 
practically (and economically) feasible to do; 
questions of evidential adequacy are at best 
tacit. Secondly, this issue is partly triggered by 
the demands for higher quality verificatory 
work in which a mechanical approach gives 
way to one in which transactions are traced to 
first source. Thus we could argue that the 
improved verificatory awareness of auditors 
extends their work such that a “minute scrutiny 
of every item would be quite impossible”. The 
crucial point in this argument is that the 
sampling concept, even in Kiaer’s undeveloped 
sense, is entirely absent from these deliberations. 

Dicksee continues in this first edition to 
develop the modern sounding notion of re- 
liance upon internal check. The accuracy of the 
accounts may be “verified by tests which 
render the checking of every posting unneces- 
sary” (p. 7). There is no suggestion of sampling 
here, but merely that reliance upon internal 
checks may reduce the unnecessary duplication 
of work 


to the intelligent auditor ... who has grasped his system 
thoroughly it is generally practicable to dispense with 
some portion of the mechanical means of checking ...a 
proper system of internal check frequently obviates the 
necessity for a detailed audit (Dicksee, 1892, p. 8). 


We must be careful not to adopt too modern an 
interpretation here. Currently, the strength of 
internal controls serves to rationalise audit 
sample sizes. Hence there is claimed today to 
be an intimate conceptual relation between 
assessing internal control and sampling. How- 
ever, this relation is not yet established in most 
of the editions of Dicksee’s Auditing. He 
does not articulate in his own lifetime (Dicksee 
died after the fourteenth (1928) edition) a 
sense in which good or poor controls could 
make the results of testing a limited number of 
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transactions more or less reliable as a guide to 
the population as a whole. There is simply no 
concept of a representative sample as a collec- 
tion of signifiers underlying what he says until 
the fifteenth (1933) edition by S. W. Rowland, 
to which we shall return below. One reason for 
this is the fact, evident in early editions of 
Dicksee, that what we would today call substan- 
tive and compliance tests are not sharply 
differentiated. Modern audit sampling seems to 
depend on this distinction whereby the testing 
of internal controls emerges as a separate 
procedure. In other words, the development of 
sampling parallels more general forms of dis- 
aggregation of the audit process which are not 
yet fully evident in Dicksee’s text. Sampling 
allows the rationalisation of a link between tests 
of controls and tests of transactions in a way 
that is, at best, only implicit in block tests. The 
state of internal control provides an input 
into the probability calculus that determines 
volumes of testing. This explicit idea of an- 
alytically separate stages of the audit process 
was impossible for Dicksee himself.4 

It is important to note that the formulations 
from the first edition described above change 
little until 1933. Indeed, the book is dominated 
by descriptions of verificatory techniques, case 
law and industry specific matters. It is strange 
that at a time when the case law on the “extent 
of the auditor’s certification” is developing 
Dicksee does not relate this specifically to 
the extent of testing question. This is partly 
because Dicksee always stood by his original 
1892 formulation, quoted at length above, and 
read this into Lord Justice Lindley’s judgement 
in the London and General Bank case that 
“businessmen select a few cases haphazard and 
assume that others like them are correct also”. 
It is not clear from where Lindley obtained 
this idea and it is not inconceivable that it 
could have been Dicksee himself. Certainly, as 
suggested above, a work such as Dicksee’s 
Auditing cannot simply be seen as expressive 


of some pre-existing domain of expertise, but 
by coming into being, is constitutive of the 
claim to expertise itself by giving a new 
visibility to audit methodology and a new 
authority to men of business. Once a discipline 
has “text books” it constitutes itself as a body 
of knowledge and establishes connectivities 
with the legal opinion process in which the 
question of what is “reasonable” is at stake. 

An examination of The Accountant from the 
1890s until 1920 confirms the technically 
crude nature of the “partial investigation” 
dimension of audits. Numerous writers like 
Dicksee assert the impossibility of checking 
every item but none offer anything approaching 
a statistical rationale (nor should we expect 
this, given the arguments in the third section). 
Rather, by negation, the existence of a system of 
internal check allows one to dispense with 
extensive testing. Thus instead of an account 
of how to determine sufficient testing, the 
discourse is orientated towards eradicating 
needless testing (see Staub, 1904; Montgomery, 
1906; Pike 1908; Littleboy, 1908). The differ- 
ence in emphasis is greater than might initially 
be apparent. It is the difference between a non- 
theoretical, pragmatic justification for block 
testing (the authority of the “haphazard” selec- 
tion of businessmen) within a discursive space 
of economic constraint, and a more advanced 
conception of sampling within a probabilistic 
calculus. 

During the period 1840—1920 The Accountant 
contains very few features on general audit 
principles. As with Dicksee’s text, most of what 
was written concerned case law and industry 
specific procedures. Thus textual renderings of 
audit practice were highly contextualised and 
therefore more general questions of method 
were at best implicit. This “style of reasoning” 
of the time reinforces the status of auditing as‘a 
common sense practice in which the judge- 
ment of the professional auditor is sovereign. 

Further support for the central thesis can be 


41 am grateful to an anonymous reviewer for suggesting this point. It is also worth noting that, as a matter of modern 
practice, compliance and substantive tests are often performed in parallel — despite textbook guidance to the contrary. 
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found on examining Taylor & Perry’s (1931) 
Principles of Auditing which is a guide to 
students of the day. Like Dicksee, the authors 
dwell upon the difference between testing for 
arithmetical as opposed to substantial accuracy. 
For the purposes of the present argument it is 
necessary to examine what Taylor and Perry say 
about test checking: 


The auditor must make a sufficient examination of 
the statements presented to him together with the 
accounts, vouchers and schedules from which they 
were prepared to satisfy himself that they show the true 
position; this may involve a complete examination and 
checking of the records or, as in the case of a very large 
business be merely confined to more important matters 
(Taylor & Perry, 1931, p. 9). 


Note that confining attention to “more impor- 
tant matters” has a contemporary ring to it — 
echoing modern concerns with materiality. But 
test checking in this sense bears little relation- 
ship to the newly emergent concept of a 
statistically representative sample, and the 
particular emphasis upon the randomicity of 
selection, except in so far as testing is non- 
100%. The rationale. offered for this approach 
involves no theoretical appeal to statistics and 
is markedly pragmatic in tone: 


in the case of a large business it is usually impossible to 
check every item, the auditor is entitled to rely on the 
internal check and to apply tests here and there (Taylor 
& Perry, 1931, p. 10). 


Thus Taylor and Perry, like Dicksee, do 
not problematise the auditor’s epistemological 
“entitlement” to be selective, and it must be 
admitted that the notion of applying tests “here 
and there” does not yet carry the epistemologi- 
cal connotations of representativeness, even if 
it is sufficient to characterise “adequate proof” 
at the time. Chatfield is therefore wrong to 
. describe the limitations in the extent of testing 
around 1900 as sampling. If the texts of 
Dicksee, Spicer and Pegler, and Taylor and 
Perry reflect auditing practice of the day then 
we may say that representative sampling was 
not yet an active concept in U.K. auditing even 


by the early 1930s. Indeed, we should not 
expect this given that the development of 
Statistically based sampling only commences 
in earnest in 1925. 

Taylor and Perry, like Dicksee, similarly 
define internal check (p. 30) as the “active 
and continuous verification of transactions 
and entries” by the client staff themselves. 
They consider it to be a “waste of time” to 
check every detailed item that has previously 
been checked. But they do not problematise 
how the auditor is to ascertain that each 
item has previously been checked — this 
would lead to an uncomfortably circular re- 
liance upon compliance test-checking of con- 
trols. While much of what they recommend 
could be interpreted as anticipating the modern 
concept of a pin-point test, the rationale offered 
for test checking, i.e. avoiding duplication of 
work, is entirely distant from the mature sample 
concept. Thus, what we are tempted to call 
sampling in the early years of the twentieth 
century was at best block testing, eg. the 
exhaustive examination of one or two month’s 
transactions. 

What conclusions can be drawn from this? 
We are principally concerned with the emer- 
gence of a particular audit evidence concept in 
which the representative nature of a small 
number of tests can be articulated. This is the 
conceptual space of the “sample”, in which 
positive inferences can be made from the 
condition of items tested to the condition a 
larger aggregate of which they form a part. 
Blocks can be “representative” of the whole 
because they were for many years accepted as 
being so. Professional consensus therefore 
governs the rules of “representation” which is 
itself a socially constructed idea. In contrast, 
statistical sampling invests representativeness 
with the quality of randomicity, thereby scien- 
tific anonymity, of selection method. Only 
“random” samples can truly represent within 
the statistical calculus. Hence the shift from 
block testing to statistical sampling simul- 
taneously implies a shift from common sense to 
scientifically expert conceptions of representa- 
tion. New authorities and intellectual reference 
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points govern the language of representative- 
ness, e.g. Tippett’s (1927) random number 
tables. 

It would seem to be the case that while the 
limitation of testing is articulated from 1900 
onwards, and therefore many years prior to any 
consensus regarding the relegation of fraud 
detection to a secondary audit objective, the 
underlying rationales for these limitations bear 
little resemblance to the statistical logic of 
representative sampling. Test checking is 
forced upon auditing on grounds of cost but 
even a rationale in terms of reliance upon 
internal check does not yet appeal to sample- 
type concepts. A likely reason for this is that the 
ideal of 100% testing, though impractical, 
retained its hold on the auditor’s imagination 
just as it did for professional statisticians. Other 
forms of knowledge such as statistical reasoning 
do not seem to have filtered into auditing 
technique until much later. Part of the reason 
for this may have been concerns about the 
attitude of the courts to reduced testing (a 
point we shall consider further in the US. 
context). Consider the following comment in 
1916 by a professional accountant. 


The question of the scope of the audit is not easily 
disposed of ... It may include a detailed examination of 
all the accounts ... such an audit would indeed be a 
complete and correct one and I think there could be no 
question of its legality (Duxbury, 1916, emphasis 
added). 


However, the fifteenth edition of Dicksee’s 
Auditing, revised by S. W. Rowland, indicates 
that this legal ideal is giving way to a new 
scientific one. In the preface, Rowland claims to 
have “thoroughly revised” the book — neces- 
sitated in part by the Companies Act 1929 and 
the Royal Mail case. (It is notable that the 
quality of audit working papers becomes a 
strong theme at this time.) The transition 
between the fourteenth and fifteenth editions of 


Dicksee’s Auditing is worthy of a study in its 
own right. For the present purposes it is 
Rowland’s new statement on “auditing by tests” 
which is significant. He argues that a merely 
“random” testing selectivity is a mistake. 
Rather, 


The test ought to be more scientific than that. The items 
to be tested ought to be so chosen that they cover the 
whole field to be examined, or, in other words, they 
ought to be, in the statistical sense, fair samples of the 
whole group (Dicksee, 1933, p. 49, emphasis added). 


This is the first, and most significant, appearance 
of the word “sample” in this professional text. 
As an academic at the London School of 
Economics Rowland would have been aware of 
Bowley’s London census in 1929, which was 
based on systematic sampling procedures. In 
addition, he was impressed by the U.S. approach 
to auditing and sought to advance analytical 
methods in the U.K. (Rowland, 1934). As we 
shall see in the sixth section, the pragmatism of 
earlier partial investigation methods is giving 
way to a new scientific and positive rationale on 
a selective basis.” 

This has a number of implications for the 
status of auditor expertise. Firstly, the recogni- 
tion of the relevance of an alien body of 
expertise — statistics — could be seen as a 
threat to the hitherto professional emphasis on 
situated judgement. Notwithstanding extensive 
discussions of statistical sampling in profes- 
sional journals, it was many years before ` 
techniques were explicitly used in practice. 
The discourse was therefore well ahead of 
practice even in the 1960s, which may indicate 
resistance to such techniques. Secondly, it can 
be argued that it is only once the validity of 
partial investigation is addressed specifically 
and extensively with a statistical means that the 
analytical “skill” of the auditor can become 
visible, but not too visible, to external users 


$ Rowland died in 1946, but the seventeenth edition by Magee retains his formulation on sampling. By the time of the 
appearance of the eighteenth edition in 1969 by T. S. Waldron this is supplemented by explicit references to statistically 


based sampling. 
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of audit services. Hence, the emergence of 
sampling in auditing intensifies both an insis- 
tence on the need for a professional judgement 
which had hitherto been tacit and the technical 
elaborations which appeal to proto-scientific 
ideals of statistical sampling. We shall consider 
this dialectic of informal and formal expertise 
further below. 

To summarise in the context of the U.K, the 
professional discourse of auditing as character- 
ised by the various editions of Dicksee’s 
Auditing and contributions to The Accountant 
indicates a very limited and pragmatic dis- 
course of partial investigation with its own 
unarticulated conceptions of adequacy. The 
auditor is therefore much like the nineteenth- 
century forester, and to describe his work in 
the first few decades of the twentieth century as 
sampling is misleading. In the next section we 
shall consider a very similar story in the US. 
context. 


TESTS AND SAMPLES: THE U.S.A. 


Moyer (1951) argues that auditing in the 
U.S.A. was completing its first major phase at the 
end of the nineteenth century. Early American 
audits were patterned after the British model in 
which various statutory requirements and a 
philosophy of minute, painstaking checks of 
bookkeeping detail were principal features. 
According to Chatfield, the dominance of British 
ideas in auditing inhibited the growth of the pro- 
fession in the U.S.A. — an environment in which 
statutory regulation was initially insignificant. 

However, Chatfield considers that around the 
turn of the century there is evidence in the 
leading texts of a need for a flexible approach 
and a reduction in detailed testing. 


from the first the American audit had to justify its 
expense to proprietors and corporate directors, not to 
stockholders or the government. Extensive checking of 
managerial stewardship was costly in comparison with 
the perceived benefits and a substitute for the detailed 
audit was sought ... verification of current assets and 
liabilities got far more attention than mechanical details 
of bookkeeping (Chatfield, 1977, pp. 126-127). 


If this is so then, as with the U.K. it appears that 
selective examination has little, initially at least, 
to do with the concept of sampling. Myers’ 
(1985) analysis of the various editions of 
Montgomery’s Auditing provides an illumina- 
ting parallel to the analysis of Dicksee in the 
previous section. The 1905 edition, which was 
an adaptation of Dicksee for the U.S.A., gestures 
towards selective testing, but 


there is no reference to sampling, namely, examining a 
few items and inferring that all of the items are equally 
weli (or badly) handled (Myers, 1985, p. 55). 


This accords with the claim that, while the 
limitation of testing may be a necessary pre- 
cursor of claims to practice representative 
sampling in auditing, this is not in itself 
sampling. 

Moyer argues that the literature was gradu- 
ally adapted to U.S. needs. This is most apparent 
in the 1912 edition of Montgomery’s Auditing 
— the first “home” edition. The stated primary 
objectives of auditing here are to ascertain “the 
financial condition and earnings of an enter- 
prise for various parties” — a notable departure 
from Dicksee. As with Dicksee’s text we do not 
know whether Montgomery is describing or 
prescribing best practice. Reliance upon inter- 
nal control emerges, as with Dicksee, with the 
overt rationale of avoiding duplication of work 
done by others. In addition, the “balance sheet” 
audit is described in which verificatory pro- 
cedures such as direct confirmation of re- 
ceivables are recognised as ideal if not practical 
in many cases. However, the underlying justifi- 
cation for many of these developments is 
usually cost; 


an intensive scrutiny of a few key accounts might be an 
effective substitute for detailed checking of a whole 
year's transactions. But to make this possible it was 
necessary to decide how much the less important parts 
of the examination could be safely curtailed (Chatfield, 
1977, pp. 127—128). 


Chatfield argues that Montgomery’s ideas of 
reliance upon internal check were a generation 
ahead of practice in the early twentieth century 
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and, despite this relatively technical innovation, 
the U.S. auditor was ultimately only able to sell 
services that a client wished to buy; 


Sampling became popular not because a better theory 
was forthcoming but because a detailed audit of large 
firms was considered too expensive ... At the start of 
this period there was little understanding that scrutiny 
of a few systematically chosen transactions could 
reliably indicate the quality of a firm’s record keeping. 
And not until the 1920s would auditors as a group base 
their examinations on preliminary appraisals of internal 
control, in effect making their clients partners in the 
audit process (Chatfield, 1977, p. 128). 


Thus any talk of representative “sampling” at 
this time in the U.S. context is, like the U.K., 
anachronistic. The emphasis is less a concern 
with justifying, on epistemological grounds, the 
“sufficiency” of testing than with selective 
testing as a basis for audit cost control. In the 
absence of statutory provisions for an audit 


it was necessary that the benefits derived from an audit 
be apparent to a client in order that he would be willing 
to incur the cost of such an engagement (Moyer, 1951, 
p. 5). 


It could be said that the discourse of cost- 
effectiveness is much more developed in the 
U.S.A. than the U.K in the early years of the 
twentieth century. British traditions of learned 
professionalism needed to change and adapt to 
the more explicitly economic forms of reason- 
ing which were encountered above in the 
context of U.S. sample surveys. 

The 1921 third edition of Montgomery’s 
Auditing follows Dicksee and shows an increas- 
ing emphasis upon reliance upon internal check 
and a need to agree the books to the “things 
themselves”. There is still no evidence to 
suggest that the concept of sampling is present 
in this text. By the fourth edition in 1927 
conditions of post-war prosperity and the 
resulting volume of trade has put the audit 
function in both the U.K. and the U.S.A. under 
increasing economic pressure. Montgomery 
continued to stress “testing” as a basis for 
eliminating unnecessary and time-consuming 


work and for substituting that which is neces- 
sary and constructive. Myers (1985) is agnostic 
as to whether this could be described as 
sampling in its modern sense but claims that 
there was no hint of a statistical rationale for it. 
Testing a limited number of transactions was 
not yet articulated as a statistically “expert” 
representative sample. 

There is evidence to suggest that statistics 
appears in the U.S. accounting discourse in the 
1920s although its significance for auditing was 
not yet apparent. 


Accounting and statistics are similar in their use, for 
both are tools of control. They are also similar to their 
method, bearing so to speak, a family resemblance for 
accounting and statistics may be regarded as offspring of 
a single parent, quantitative method of analysis (Rorem, 
1927). 


Indeed, as Miranti (1986, 1988) has shown, 
Charles W. Haskins, one of the founding fathers 
of the distinctively home-grown side of the 
US. profession, popularised the promise of a 
“scientific accountancy”. By appealing to a deep 
epistemological affinity between accountancy 
and the traditions of statistical thinking, which 
find expression in Emerson’s writings, it was 
possible to view accountancy as a technology 
for social progress and order. Clearly, this 
scientific and statistical optimism was tech- 
nically non-specific and is significant as a basis 
for distinguishing the professional ideologies of 
Haskins and his colleagues from the member- 
ship of the American Association of Public 
Accountants and its British traditions. The latter 
emphasised the limitations of statistics in the’ 
face of professional judgement and hence the 
“approximate” nature of accounting. In con- 
trast to Haskins, it was argued that accounting 
knowledge is more akin to an art than a science. 
Against the scientific traditions of American 
pragmatism stands the role of learned and 
cultivated professionalism. 

Although these contrasting ideas have a 
primarily ideological function they are un- 
doubtedly significant in expressing competing 
configurations of professional practice in re- 
lation to other bodies of knowledge. This in 
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turn explains the greater investment of energies 
to elaborate statistical sampling in auditing in 
the U.S.A. as contrasted with the U.K. The latter 
seems to have been slower and more resistant 
to the potential of alien expertise such as 
Statistics. In this sense we must regard the 
professional knowledge process as much more 
than the development of explicit procedures 
and rules but as bound up with broader 
statements of the mission of that knowledge 
and its relation to other specialisms. As Larson 
(1977) has noted: 


the possession of scarce knowledge and skills is, indeed, 
the principal basis on which modern professions claim 
social recognition and economic rewards (p. 136). 


Underlying such claims are new strategies of 
legitimation and, in this particular case, appeals 
to the authority and rationality of statistics qua 
science as the basis of that legitimation. The 
implicit goal of this discourse is to delimit 
accountants as scientifically orientated agents 
of a new social order. It is not so much that 
accounting becomes a science. Rather, concep- 
tual links via ideals of the “quantitative method 
of analysis” permit a scientific “style of reason- 
ing” in Hacking’s sense. A new idiom is found 
for old practices which, in turn, has the 
capability of transforming the substance of 
those practices.® 

At the time of Haskin’s statements concern- 
ing statistics, the conditions for its application 
to auditing, or indeed to census surveys, were 
not yet apparent. As Burchell et al. (1980) have 
noted, the mere existence of a body of 
knowledge, such as mathematical statistics, is 
not, a sufficient condition for its practical 
mobilisation. Such expert cultures as professional 
Statistics do not carry within themselves the con- 
ditions of their own application to other domains 
but must in some sense be summoned by, for 
example, the needs of an interventionist state. 

The establishment of the Securities Exchange 
Commission in 1934 reinforced a regulatory 


concern to appraise audit priorities and methods. 
The earlier judgement in the Uitramares 
Corporation v Touche case in 1931 had 
accepted the validity of test and sample 
methods and had recommended that auditors’ 
certificates should indicate where such pro- 
cedures have been used (Rabel, 1944). However, 
in practice the expression “tested accounting 
records to the extent we deemed appropriate” 
was used. Even the famous McKesson and 
Robbins case in 1938 did not condemn partial 
investigation methods simply for their failure to 
detect fraud. It seems to have been recognised 
that non-100% testing was an inevitable feature 
of audit practice. Those extensions of audit 
procedure that were recommended in the wake 
of the McKesson and Robbins case did not 
address, either to undermine or reappraise, 
testing methods. 

An SEC committee was established to review 
the quality of existing auditing standards pre- 
scribed in a statement by the American Institute 
in 1936. Staub (1942) remarks that the AIA’s 
1939 article Extensions of Audit Procedure 
produced considerable shock in the U.K. by its 
required enhancements in confirmation pro- 
cedures, but there was no question of a return 
to detailed 100% testing. Staub quotes from an 
address by the vice president of the New York 
Stock Exchange concerning the investor’s 
expectations of the independent auditor: 


We do not expect the auditor to make a detailed 
verification of all transactions of listed companies 
(Staub, 1942, p. 6). 


Yet there is no suggestion for any more 
profound rationale for limited testing. Even 
Staub emphasises the “overall impression” 
approach in which the auditor is “in the 
capacity of a judge” (p. 34) when considering 
the extent of testing. Hence there are limita- 
tions to the scientism thesis articulated above. 
Equally, accountants needed to emphasise their 
role as expert judges. 


éI am grateful to an anonymous reviewer for making this point clearer. 
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For the purposes of the present argument it is 
notable that the SEC Committee’s recom- 
mendations, and subsequent statements by the 
AIA, were principally concerned with the 
“depth” of the audit evidence dimension and 
the quality of verification as described in the 
second section. Their concern with the “super- 
ficiality” of audits was not directed at test- 
checking as such, and the need for some 
rationale for proceeding with this, but with 
other dimensions of audit scope. 


Between the detailed examination on the one hand and 
the balance sheet audit on the other, a new point of 
equilibrium was sought, an investigation comprehensive 
enough to inform the public and protect the accountant 
yet economical enough to justify the cost to the client 
(Chatfield, 1977, p. 137). 


These regulatory initiatives impact upon 
Montgomery’s Auditing in 1940, and Brown 
(1962) argues that the confusion over audit 
objectives is finally resolved at this time when 
fraud detection is generally agreed not to be a 
primary objective. In addition, the concept 
of reliance upon internal control becomes 
increasingly important as a basis for pin- 
pointing tests. With the relaxation of the 
philosophy of detailed checking a new series of 
questions emerges around auditing. Up to the 
1930s we have seen that the question had been 
posed negatively as to what amount of test 
checking could be curtailed: 100% testing 
remained an ideal for both statisticians and 
accountants. Now the question (or rhetorical 
style) takes the different form of “how much 
testing is enough?” — a positive emphasis upon 
the sufficiency of limited audit testing (e.g. 
Anonymous, 1936; Stempf, 1936). 

At least two, perhaps indistinguishable, pos- 
sibilities present themselves. Firstly, this subtle 
shift in the manner of interrogating the test 
basis of auditing enables statistical rational- 
isations of the problem of “how much testing is 
enough?” Secondly, it is the emerging avail- 
ability of statistical concepts within auditing 


which permits this shift to take place. In other 
words, sampling theory allows auditing to be 
thought of in new ways,’ a point we shall 
reconsider in the next section. A choice 
between these interpretations, two elements of 
a conceptual dialectic, is not essential to the 
present argument since both are consistent 
with it. The crucial focus is the concept of 
“sufficiency” in the audit evidence discourse. At 
some time in the mid-1930s this concept 
acquires statistical “expert” nuances, and the 
rationalisation of audit procedure is set upon a 
new path. The somewhat negative connotations 
of “partial proof” give way to new and explicit 
conceptions of representation as we discussed 
in the U.K. context above. The representative- 
ness of partial investigatory methods is no 
longer the sole preserve of practitioner intui- 
tion and consensus but is amenable to quantita- 
tive formal analysis. 

To summarise: the story in the U.S.A. is similar 
to that in the U.K. Although Montgomery and 
Dicksee part company in 1912, the concept ofa 
representative “sample” in a statistical sense is 
late to appear in both. Indeed, it arrives as part 
of the practical auditing discourse after a long 
period of explicitly “selective” testing. However, 
the intensive statistical elaboration of audit 
sampling emerges as a force in the U.S.A. rather 
than in the U.K. for a number of reasons. The 
experience of social welfare programmes in the 
1930s and the role of sampling therein was an 
undoubted stimulus but this is not in itself 
sufficient. The weight of explanation must lie 
with the relatively greater receptivity of the 
U.S. accountancy profession to other expert 
cultures such as that of a newly authoritative 
and “practical” body of professional statisticians. 


THE RISE OF STATISTICAL SAMPLING IN 
AUDITING 


We have seen above that prior to the Second 
World War the emergence of the idea of 


7I am grateful to an anonymous reviewer for suggesting this point. 
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representative audit sampling is scarcely articu- 
lated by means of an explicit and statistically 
based calculus. This should not surprise us 
given the ambiguity and dispute concerning the 
theoretical and practical cogency of such a 
calculus in other areas. Carman’s (1933) plea 
for an exploration of statistical sampling in 
accounting is undoubtedly a lone voice and 
very much ahead of its time. In addition, Stempf 
(1936) develops the idea of reliance upon 
internal check and actually uses the word 
“sample” but he recommends the-selection of a 
“representative period” of transactions. This is 
much more like block testing in its primitive 
sense. The word “representative” is imprecise 
as we have seen and does not at this time 
connote a statistically established concept. 
Indeed, the idea of representativeness can be 
regarded as a rhetorical resource in sustaining a 
consensus concerning the credibility of certain 
procedures. Statistics shifts the intellectual 
focus of this consensus but does nothing to 
alter the rhetorical function. 

Kirkham & Gaa (1939) raise the question of 
the theoretical basis for audit procedure and 
anticipate many later developments. They 
argue that the amount of detailed testing will 
depend upon the type of audit contracted for. If 
it is less detailed then there “must be some 
theory underlying the use of tests and samples 
in the verificatory process”. Though they do 
not themselves articulate such a theory, this 
demand for testing to have theoretical creden- 
tials is significant. The need for theory is an 
important stage in the transition of concep- 
tions of audit practice from a practical to an 
expert based tradition. This emerging discourse 
around auditing “knowledge” is more signifi- 
cant than that which concerns the objectives of 
auditing in transforming the image of profes- 
sional practice.® 

Prytherch (1942) takes up Carman’s sugges- 
tions and explicitly relates the problem of 
selective testing to statistical reasoning. This in 


turn is conjoined with an economic rationale 
such that the auditor stops checking where the 
marginal cost exceeds the marginal benefit 
(incremental confidence) of testing a further 
item. Audit sampling can therefore be seen as 
an economically motivated body of knowledge 
as we have stressed above. However, Prytherch 
also asserts the judgemental nature of the 
auditor’s task. The exact relation of internal 
controls to testing “cannot be precisely stated”: 


Nothing takes the place of judgement: the laws of 
probability are only a guide (Prytherch, 1942, p. 527). 


Thus the emergent discourse of expert sampling 
is accompanied by reaffirmations of the role of 
judgement as we also saw above. Expertise in 
auditing therefore comprises both a knowledge 
base and a judgement basis. To apply a newly 
won knowledge base necessitates an appeal to 
skills, tacit knowledge in some sense, which are 
not part of it. McCloskey (1986, chapter 
8) articulates this idea as the “unexamined 
rhetoric of economic quantification” in the 
context of statistical tests of significance. He 
argues that standards of significance, which 
are non-statistical and judgement based, are 
smuggled in under the rubric of quantitative 
method. Thus the last step in all calculation 
involves a “sleight of hand” (McCloskey, 1986, 
p. 143). Concepts such as “efficiency” and 
“sufficiency”, which have been appropriated 
from normal usage and transformed by statisti- 
cal discourse, have a rhetorical function as 
hidden forms of extra-statistical judgement. 
Although Vance (1950) attributes advances 
in the technology of sampling to wartime 
conditions in Great Britain, the auditing con- 
text of the application of these ideas progresses 
most rapidly in the USA. Walker’s (1953) 
article in The Accountant is an isolated voice in 
the U.K. context at this time. Interestingly, 
Walker is at pains to assert both that the 
statistical approach does not require knowledge 


8 Indeed, it could be argued that the discourse of audit objectives is a secondary effect of, and parasitic upon, these 
concerns about auditing knowledge — despite appearances to the contrary. 
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of advanced mathematics nor does it make 
auditing merely mechanical; claims which 
suggest a need to “sell” the statistical approach 
to practitioners. 

In 1935, The Accountant had carried two 
anonymous leaders on test methods in auditing 
in which the word “sample” appeared and 
statistical methods were mentioned as a basis 
for the “scientific” view of the problem of 
auditing”. But it is not until the article by 
Walker almost twenty years later that these 
ideas reappear with any force. Hence, whatever 
sampling innovations in U.K. manufacturing and 
munitions contexts may have occurred, they 
were not registered in the professional auditing 
discourse for some time. Cranstoun (1948) 
refers to the AIA document in 1947 in which 
“testing” procedures were permissible if based 
upon “reasonable judgement”. He notes that no 
auditing standards have been set for a more 
“scientific” sampling although “formulas do 
not replace judgement” and there are always 
difficulties in applying such ideas. 

This early linkage between “reasonable 
judgement” and “scientific sampling” prompts 
the question of the defensibility of testing 
procedures in court. The new auditing stan- 
dards issued by the AIA were explicitly con- 
ceived to satisfy a jury. It was suggested above 
that one important reason for the accelerated 
development of statistical audit sampling in the 
U.S. rather than in the U.K. has much to do with 
their different “expert witness” traditions. The 
use of psychologists as court experts had 
been promoted by the conservative American 
academic lawyer John Henry Wigmore (Twining, 
1985). More recently, questions of probabilistic 
reasoning in forensic contexts have been a 
source of lively debate. Hence it is not 
unreasonable to suggest that the promise of 
objectivity inherent in statistical sampling in 
auditing was simultaneously the promise of 
defendability, As McRae (1982) has confirmed, 
there is little in U.K. case law to support this 
idea of legal defendability. In contrast, the U.S. 
legal interest in sampling suggests that the use 
of accepted statistical methods would carry 
some weight in a U.S. court (Finklestein, 1966; 


Katz, 1975; Van Matre & Clark, 1976; Randall & 
Frishkoff, 1976). 

The appearance of major texts such as Vance 
& Neter (1956) and Trueblood & Cyert (1957) 
marks the end of the prehistory of audit 
sampling. Even by 1954 the AIA had provided 
only meagre and statistically non-committal 
guidance to auditors. 


The appropriate degree of testing will be that which 
may reasonably be relied upon to bring to light errors in 
about the same proportion as would exist in the whole 
of the record being tested (American Institute of 
Accountants, 1954, p. 37). 


Yet for all the technicality of sampling advanced 
by Trueblood and Cyert they, like others before 
them, recognise the importance of judgement 
in establishing the adequacy of tests. This 
dialectic of judgemental and scientific aspira- 
tions is not without problems for the auditing 
profession. A survey by the AIA in 1955 noted 
great diversity in sample sizes. More recently, 
McRae (1982) has suggested international 
variations in sample sizes — being significantly 
greater in the U.K. Though tentative in nature, 
these studies indicate that sampling cannot be 
regarded as merely a neutral computational 
practice. The question is whether to interpret 
such variability of sample sizes at individual, 
organisational or national levels. Gwilliam 
(1987) has reviewed the modern literature in 
the statistical sampling area and, in particular, 
the extent to which such practices have 
actually been adopted by large firms. The 
evidence suggests that the work of Trueblood 
and Cyert is well in advance of auditing 
practice. In this sense, such a text is much less a 
technical guide to practice than some form of 
rationale for the possibility of a scientifically 
enriched auditing. In terms of the Burchell et 
al. (1980) analysis, the advanced discourse of 
statistical sampling functions as a rationalisation 
machine in the context of aspirations to 
expertise. Humphrey & Moizer (1990) make a 
similar claim. 

Boland (1982) tracks the simultaneous emer- 
gence of an economic and a quasi-scientific 
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vocabulary in accounting and auditing. Audit 
sampling concerns the transformation of what 
he calls “moral mysteries” into “impersonal 
techniques”. In other words, he argues that the 
rise of sampling illustrates a shift from the 
mysteries of professional judgement to claims 
to an anonymous technology. In fact this 
technology does not really aid judgement in 
situ but establishes the “myth of wisdom”. 
While endorsing Boland’s claims it is also 
important to note that the myth of audit 
technology is maintained im parallel with the 
myth of seasoned judgement. This shifting 
interrelation between the personal and the 
anonymous, the subjective and objective, the 
judgemental and technical is at the heart of 
professional expertise — an expertise which 
seeks to occupy a middle ground between 
anarchic subjectivity and complete codifica- 
tion. Professional knowledge must be suf- 
ficiently technical to be disseminated, but not so 
much as to be capable of application by all. 

To summarise: the emergence of statistically 
based sampling in an audit context does not 
simply represent technical innovation. Firstly, 
practices of partial testing had been in exist- 
ance for many years prior to an explicitly 
Statistical rationale for, or reinterpretation of, 
such procedures. Secondly, the appearance of 
statistical sampling in auditing is undoubtedly 
conditioned by its external origins in other 
contexts. Thirdly, even today it is not clear to 
what extent such procedures are used at all or 
used competently. An expert discourse of 
Statistical sampling emerged prior to more 
widespread application, as one would expect. 
However, given practical ambiguities, it becomes 
plausible to regard the discourse of sampling 
less as an explicit technology and more as 
playing an external rationalising role for 
members of the profession by positioning them 
as credible monitoring agents on behalf of 
capital. This is a credibility which is by no 
means secure. From such a perspective one 
could regard most of what today passes for 
research into the auditor’s judgement process 
as articulate, and perhaps heroic, attempts to 
sustain this credibility. 


CONCLUSION 


The concept of expertise is a complex and 
shifting mixture of epistemologically and 
socially grounded entitlements. Expertise is 
only in part knowledge based. Indeed, claims to 
knowledge (internal validity) can only be 
mobilised and secured by establishing the 
social credibility of such claims (external 
validity). Existing conceptions of the auditor 
as an expert in the tradition of cognitive 
psychology have concentrated on the one 
(internal) dimension of validity to the exclu- 
sion of the other. This essay attempts to go 
some way to redressing the balance. Auditor 
expertise is placed in question as a historically 
emergent set of social entitlements — a process 
which can be rendered visible by considering 
the development of sampling prior to and up to 
the point at which it can be articulated with the 
aid of statistical concepts. 

The arguments above seek to establish that 
there is a complex conceptual shift at stake in 
the transition from forms of limited partial 
investigation, e.g. block testing, to statisti- 
cal sampling procedures. To call the former 
sampling, as many writers do, is only partly 
correct and largely wrong. It is partly correct 
because, to the extent that sampling pro- 
cedures have an intuitive, experiential basis, 
then early practices can count as sampling in 
this crude sense. However, it is largely wrong 
because advances in the concept and applica- 
tion of representative sampling only fully 
emerged in the mid-1920s. 

However, the rise of audit sampling is not 
simply the story of enhanced technique con- 
ditioned by external developments in statistical 
theory. It has been suggested that the intensifi- 
cation of interest in sampling in general can be 
traced to interests in cost-efficient technologies 
of social investigation. It is plausible to subsume 
the emergence of audit sampling within a 
similar set of concerns for cost-effectiveness. 
Indeed, to the extent that partial investigation 
procedures were forced upon the audit profes- 
sion at an early stage for cost reasons, the rise of 
a discourse of audit sampling is the rise of 
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attempts to legitimate, rationalise, reinterpret 
and improve practices that were already in 
place. 

While it is traditional to differentiate the 
development of auditing in the U.K and the 
U.S.A., there are strong similarities when con- 
sidering the emergence of the sampling concept, 
i.e. the late appearance of sampling in anything 
like its statistical form. Once the question “how 
much can I dispense with?” gives way to “how 
much is enough?” then the way is open for the 
transmission of insights from other disciplines 
into the auditing discourse. Clearly, nertain 
individuals have played a pivotal role in this — 
Rowland in the U.K. and Vance, Neter and 
others in the U.S.A. Yet the receptivity of 
auditing to new expertise was a condition of 
the possibility for their efforts. In this sense, the 
underlying scientific aspirations of U.S. account- 
ing culture played an important role. 

The evolving articulation of statistical sampling 
in auditing is of only partial technical signifi- 
cance. Of greater importance is its role in 
establishing the image of a newly credible 
expert auditor. Given the technical ambiguities 
that persisted in translating sampling practice 
into auditing (e.g. the seemingly prior require- 
ment that the error characteristics of account- 
ing populations be known), then the ideological 
mission of sampling becomes crucial. Indeed, 
the emergence of sampling marks the construc- 
tion of audit both as an economic product and 
as a quasi-scientific practice. Sampling is both 
a technological myth in Boland’s sense for 
addressing the question of cost effective 
auditing, and a basis on which the audit as an 
economic product can be more fully articu- 
lated.? In this sense, sampling makes agency 
based theorisations possible by intensifying the 
“economisation” of auditing discourse. On such 
a view, the true significance of the prehistory of 


? I am grateful to Tony Tinker for suggesting this point. 


audit sampling lies in the generation of a new 
vocabulary around auditing through which it 
can be interpreted. The shift from a vocabulary 
of practical sense based partial investigation to 
that of expert statistical sampling constitutes a 
transformation in auditing discourse. Existing 
procedures come to be seen in terms of a new 
sampling vocabulary which provides a new 
basis for self-understanding. Only when such 
vocabularies are established can concrete pro- 
cedures change themselves to fit them. This 
essay has attempted to track the emergence of 
the vocabulary of sampling, in the full realisa- 
tion that this process of change at the practical 
level is probably slow and difficult to observe. 
However, a shift in auditing language is at least 
a necessary if not sufficient condition for 
changing practice and the reciprocality of 
language and action should remind us that even 
the most common sense practical procedures 
acquire their intelligibility within a broader 
discursive matrix. 

Finally, it remains to be asked whether the 
same thesis could be advanced for other 
national contexts such as continental Europe. 
Have the particular constellations of auditing, 
law and applied statistics developed differently 
in these countries? Have the epistemological 
and social qualities of audit expertise emerged 
in quite another way? These questions may 
be of more than historical interest since 
the residues of differential developments un- 
doubtedly continue to affect local audit prac- 
tices. This may be manifest as far as the 
regulatory environment of auditing is con- 
cerned, but is less so at the level of technique 
(which is assumed to be in some sense 
culturally neutral). In the context of any 
future harmonisation initiatives, it would be 
imprudent not to consider the history of these 
technical practices. 
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Abstract 


Accounting in U.S. hospitals has undergone a number of transformations, particularly at the turn of this 
century when an accounting based upon principles of cost reimbursement emerged, and then during the 
late 1960s and 1970s when accounting systems such as the Medicare diagnosis related group (DRG) 
prospective payment system informed by principles of cost control began to emerge. The purpose of the 
following analysis is to explore these transformations and the forms of accounting thought and practice which 
emerged. It is suggested that such an exploration requires the transformations to be placed in their social and 
historical contexts. This is necessary in order to reveal how changes in accounting thought and practice over 
the past 100 years are intertwined with changes in medical knowledge and practice, the establishment of 
hospitals as the primary site for medical treatment, the emergence of private insurance, changing forms of 
government regulation and changing social and political attitudes towards the cost and provision of health 


care. 


Discourses on, and practices of, accounting in 
American hospitals reveal a number of changes 
over this century. However, it is during two 
fairly distinct periods, one at the turn of the 
century and the other in the late 1960s and 
1970s, that we may observe more fundamental 
transformations, not only in accounting tech- 
nique, but also in the underlying rationale or 
orientation of hospital accounting thought and 
practice. In each of these periods accounting 
became “what it was not” (Hopwood, 1987). 
While at the turn of the century discourses 
on cost control were evident in hospitals and 
the hospital administration literature, it was the 
discourses on, and practices of, cost reimburse- 
ment which emerged as the dominant theme in 
hospital accounting and this was to remain so 
for the following seventy or so years. We 
may observe the practical expression of these 
principles in the methods used to calculate 


payments to hospitals by third party payers, 
most notably the Blue Cross/Blue Shield insur- 
ance network and, since the mid-1960s, the 
government-sponsored Medicare system of 
health care for the elderly. Payments were 
based upon the retrospective reimbursement of 
hospital costs. The expression and reporting of 
these costs took the form of an average per 
diem cost per patient. 

In the late 1960s and onwards, however, 
discourses on, and practices of, cost control 
gained a position of dominance in relation to 
hospital accounting, thereby displacing cost 
reimbursement, methods of retrospective pay- 
ment and the use of the patient day as a basis for 
cost allocation from their pre-eminent position. 
The introduction of the diagnosis related group 
(DRG) prospective payment system in 1983 by 
Medicare is an example of an emerging ac- 
counting technology based upon principles of 
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cost control rather than cost reimbursement. 
The new system is prospective rather than 
retrospective and payment is determined by 
the patient’s diagnosis, which must fit into one 
of the 468 diagnosis related groups. Each DRG 
has a predetermined fixed price calculated as 
the average cost per case in that DRG category 
(Smith & Fottler, 1985). 

The purpose of the following analysis is to 
explore the emergence of these forms of 
accounting thought and practice. It is suggested 
that such an exploration requires that the 
transformations, both at the turn of the century 
and in the late 1960s, be placed in their social 
and historical contexts, to illustrate both the 
intertwining of accounting and the social, and 
the linkages between the past and present. 
During both periods, we may observe changes 
in what might be referred to as the politics of 
health in the U.S. (Foucault, 1975). New forms 
of regulation, changes in medical practice and 
education, a restructuring of institutional rela- 
tionships, and changing social and political 
attitudes towards the provision of health care 
are seen to be intertwined with, and provide 
the conditions of possibility for, the transform- 
ations in accounting thought and practice. 
Furthermore, it is suggested that an understand- 
ing of the current transformations, including 
DRG prospective payment, necessitates a detailed 
exploration of the changes which took place at 
the turn of the century. The new forms of 
accounting thought and practice and the politics 
of health that emerged in the late 1960s are 
viewed as having been conditioned by and 
rooted in the changes which occurred during 
the earlier period. For example, changes in 
medical knowledge and practice, the rise of the 
medical profession, the establishment of hospitals 
as the primary site for medical treatment, and 
the emergence of private rather than public 
health insurance at the turn of the century 
provide the context not only for understanding 
the emergence of discourses on cost reimburse- 
ment, but also for lending insight into the 
subsequent transformation to discourse on cost 
control in the late 1960s. 

To these ends, the following analysis is 


divided into two broad sections. The first 
section concentrates on the reconstitution of 
hospitals at the turn of the century. This section 
is a detailed historical analysis which covers a 
relatively short time frame. The second section 
examines how the discourses and practices 
which emerged at the turn of the century 
subsequently shaped and conditioned hospital 
accounting practice for the next seventy years 
and provides, in part, the conditions of possibility 
for the emergence of discourses and practices 
of cost control in the later period. The second 
section concentrates on a broader time frame 
with correspondingly less detail. 


ANALYTICAL FRAMEWORK 


The analysis draws upon two current themes 
in accounting research. Firstly, the position 
adopted suggests that contemporary forms of 
cost and management accounting theory and 
practice may be better understood by situating 
them historically. Secondly, it is recognized that 
discourses on accounting are not self-contained 
unities, but rather, correlate with other dis- 
courses and therefore should be examined 
within the context of a wider set of discourses. 

It has been suggested that a historical 
examination of the social and cultural condi- 
tions, and the institutional arenas in which 
particular forms of accounting thought and 
practice emerge and take shape, may challenge 
current notions of the accounting craft and cast 
a different light on the understanding of 
accounting practice today (Miller & O'Leary, 
1987). The historical approach proposed in this 
analysis draws upon the work of Foucault 
(1972, 1977, 1981) and a number of recent 
studies in accounting (Miller & O’Leary, 1987; 
Hoskin & Macve, 1986; Loft, 1986; Hopwood, 
1987). Miller & O’Leary (1987) and Hopwood 
(1987) note that traditional histories typically 
interpret the development of accounting prac- 
tice as one of continuing technical elaboration 
and improvement in response to changes in the 
environment and societal needs (American 
Accounting Association, 1970; Baladouni, 1977; 
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Parker, 1977). In contrast, the approach pro- 
posed by Foucault, and utilized by the above 
authors, is to provide a genealogy of the 
conditions of possibility for particular concept- 
ualizations and practices of accounting to 
emerge. The purpose of a genealogy has been 
expressed in the following terms: 


Genealogy concerns centrally a questioning of our 
contemporarily received notions by a demonstration of 
their historical emergence. The point of history in this 
sense is to make intelligible the ways in which we think 
today by reminding us of its conditions of formation 
(Miller & O’Leary, 1987, p. 237). 


The construction of a genealogy rests upon an 
archaeological investigation of the emergence, 
functioning and conceptual features of various 
discourses which may be implicated in the 
shaping of, and in turn shaped by, accounting 
thought and practice. 

The term discourse, within the context of 
this paper, has a particular meaning. Prior 
(1988) notes that the concept of discourse is 
more often than not utilized within a realist 
ontology. Discourse typically refers to a linguis- 
tic activity or to the construction of accounts, 
in the form of speech or texts. Within this 
perspective, “discourse is always about some- 
thing. Out there is a universe of objects and 
here before us is a discourse on that universe. 
Discourse reports on the world and the task of 
sociology is often seen as unraveling of such 
reports or accounts; see for example, Mulkay 
(1985)” (Prior, 1988, p. 91). Thus, discourse 
refers to “intransitive objects” (Bhaskar, 1979) 
which exist “out there” independent of dis- 
course. Prior (1988) notes that in some recent 
strands of discourse analysis, including Foucault’s 
(1972, 1978), the realist position is rejected 
from the outset. In contrast, “the division 
between the word and the world is dissolved” 
(Prior, 1988, p. 92). Discourse is not merely 
about objects, but rather, constitutes them 
(Sheridan, 1984). In this respect, discourses 
“construct the very objects to which they 
refer” (Prior, 1988, p. 92). The object (which 
may include situated social practices such as 
hospital accounting) and the discourse itself, 


emerge together and are shaped by the social, 
cultural and institutional arenas in which they 
make their appearance (Sheridan, 1984). It is 
within this context that the term discourse is 
used here. ; 

It is important to note that a discourse does 
not constitute a single coherent lore of belief or 
practice, but rather, is formed by many people 
talking and acting at once, often in conflicting 
ways and who belong to different communities 
or fields; the medical, the political, the economic 
and so forth (Rajchman, 1985; Lemert & Gillan, 
1982). Foucault (1972) refers to this dispersion 
of discourses and its intersections across fields 
as a “discursive formation”. He notes: 


Whenever one can describe, between a number of 
statements, such a system of dispersion, whenever, 
between objects, one can define a regularity (an order, 
correlations, positions and functionings, transformations), 
we will say, for the sake of convenience, that we are 
dealing with a discursive formation (Foucault, 1972, 
p. 38, emphasis in the original). 


Thus, within this particular analysis, discourses 
and practices of hospital accounting emerge 
over time within various discursive formations 
which include such fields as the medical, 
political, economic and social. The emergence 
and consequences of particular discourses and 
practices are not planned, directed or owned 
by anyone. Transformations in accounting prac- 
tice within hospitals at the turn of the century 
and, indeed, throughout the twentieth century, 
are not seen as the result of strategic intent nor 
as a response to societal needs, nor indeed as a 
process of continuing technical elaboration. 
Rather, the transformations are seen as the 
outcome of the interplay of various socially 
and historically situated discourses and prac- 
tices which may have had, and may continue to 
have, unforeseen and unintended consequences 
(Rajchman, 1985). The analysis, therefore, 
is concerned with the transformations in ac- 
counting practice embodied within particular 
discursive structures (Prior, 1988). 

To breathe life into the discussion, illustrative 
data will be drawn from two hospitals in Boston, 
Massachusetts, namely the Massachusetts General 
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Hospital and the Boston City Hospital. In 
addition, material will be drawn from hospital 
administration, accounting and medical journals 
of the period as well as from state and federal 
government publications. The following sec- 
tion examines the conditions of possibility for 
the emergence of medical treatment situated 
within the hospital in the U.S. at the turn of the 
century. Changes in medical practice and in the 
politics of health at this time are seen to be 
instrumental in shaping the provision of health 
care in America for most of the twentieth 
century. 


THE BIRTH OF THE CLINIC 


At the turn of the century, American hospitals 
underwent a profound transformation which 
Starr (1982) defines as the reconstitution of the 
hospital, which involved “its redefinition as an 
institution of medical science, rather than of 
social welfare, its reorganization on the lines of 
a business rather than a charity, and its 
reorientation to professionals and their patients 
rather than to patrons and the poor” (Starr, 
1982, pp. 147-148). 

In short, the hospitals changed from being 
merely homes for the sick poor and emerged as 
the site for the practice and development of 
modern scientific or anatomo-clinical medicine 
(Foucault, 1975). During this period we may 
observe new types of patients, new and enlarged 
diagnostic and treatment facilities, notably in 
the areas of pathology, radiology and surgery, 
changing public and political attitudes towards 
health, new forms of administrative control and 
new categories and levels of capital and operat- 
ing expenditure. The conditions of possibility 
for the reconstitution of the hospital in the U.S. 
reside both within discourses on, and practice 
of, medicine and within a changing politics of 
health (Foucault, 1975). Each of these will be 
examined separately below. 


Medical discourse and practice 
At the turn of the century, we may observe 
that the dominant form of medical discourse 


and practice in American hospitals was modern 
scientific medicine or anatomo-clinical medicine. 
The birth of anatomo-clinical medicine is 
typically associated with the emergence of 
pathological anatomy which had its roots in 
Europe at the end of the eighteenth century, 
providing the conditions of possibility for 
medical experience in the modern times. 

The emergence of anatomo-clinical medicine 
during this period transformed the field of 
medical knowledge and experience as well as 
the object of medical analysis and the ways of 
doing medicine. A new form of medical obser- 
vation, referred to as the “doctor’s gaze” 
(Foucault, 1975) and a reconceptualization of 
the relationship between symptoms and disease 
emerged around the tangible space of the body. 
The medicine in the eighteenth century was 
based upon a system of classification of diseases 
(nosology) and the postulates relating disease 
and symptoms. The principle of classificatory 
medicine, or the medicine of species, was on 
deciphering the hidden essences of the disease 
through observations of the symptoms. Within 
this particular medical conceptualization, the 
doctor’s gaze was directed at the symptoms or 
the signs that differentiated one disease from 
another, rather than on the body of the patient 
per se. Indeed, for classificatory medicine, the 
doctor had to subtract the body of the patient 
from the diagnosis. Patient particular character- 
istics, such as age and sex, were seen as possible 
causes of disturbance which could distort the 
symptoms properly associated with the disease. 
Pathological anatomy was of little consequence 
to classificatory medicine which viewed death 
not only as the end of life, but also the end of 
disease. 

Under anatomo-clinical medicine, disease 
was no longer attributed to a hidden essence 
to be deciphered by observation of manifest 
symptoms; rather, disease was located in the 
body of the patient. The disease process was to 
be subject to positive description based upon 
observation of the organs and tissues of the 
body, typically, by dissecting the corpse. Modern 
medicine rested upon a reconceptualization of 
death. Instead of representing the end of the 
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disease, death provided an analytical and posi- 
tive vantage point from which to examine life 
and disease, organic dependencies and patho- 
logical sequences (Smart, 1984). It was the 
transformation in the style of observation and 
the reconceptualization of death which made 
possible “the great break in the history of 
Western medicine” (Foucault, 1975). 

The advent of anatomo-clinical medicine had 
a profound impact upon the hospital in Europe, 
which Foucault (1975) refers to as the “birth of 
the clinic”. Unlike classificatory medicine, which 
was situated mostly in the home, anatomo- 
clinical medicine came to be situated within 
the clinic. The clinic of today is the teaching 
and research hospital — a medically regulated 
institution based upon the precepts and prac- 
tice of therapy, observation and instruction 
(Cousins & Hussain, 1984). For hospitals to 
emerge as clinics, they had to undergo a 
physical transformation, a process of medical- 
ization which entailed new categories of patients, 
new facilities for the observation and treatment 
of patients and, in consequence, a new architec- 
ture and spatial organization of the physical 
structure. 

Cousins & Hussain (1984) note that “the 
chronology and the exact nature of institutional 
changes bearing on medical practice varied 
between countries” (p. 144). This is particu- 
larly relevant in an analysis of hospitals in the 
U.S. The structure of medical and other institu- 
tions concerned with promoting medicine and 
the health of the population were largely 
undeveloped in the U.S. during the period of 
the great break in Western medicine in Europe. 
When the Massachusetts General Hospital 
opened in Boston in 1821 there were only two 
other such institutions in America (Vogel, 
1980, p. 1). It was not until the second half of 
the nineteenth century that we may observe a 
more general practice of anatomo-clinical 
medicine and the emergence of the architec- 
tural and institutional form of the clinic in the 
US. It is during this period that we may observe 
a growth in the construction of hospitals and an 
increase in the consumption of health care. For 
example, in 1873 there were only 120 hospitals 


in the U.S. but by 1920 there were 6000 (Vogel, 
1980, p. 1). It is thus during this period that 
American hospitals emerged as the centers of 
advanced medical practice. 

The new practice of medicine to emerge in 
America was informed by nearly a century of 
European medical practice and observation. 
Specific medical technologies then emerged on 
both sides of the Atlantic in the mid to late 
nineteenth century. The most notable of these 
were painless surgery under anaesthesia using 
ether, and new regimes of hygiene and infec- 
tion control, namely antisepsis and asepsis. 
Medicine in America, therefore, did not repli- 
cate the earlier events in Europe but rather 
drew from and built upon them. The new 
technologies enabled surgery to emerge as a 
dominant form of medical treatment at the end 
of the nineteenth century in both American and 
European hospitals. With the advent of surgery, 
visibility of the disease process was not restric- 
ted to the corpse, but could now be observed 
and treated within the living body, its organs 
and its tissues. Moreover, these technologies 
served to further both the practice and the 
status of medicine and fix it more firmly within 
the institutional arena of the hospital. 

Just as the birth of the clinic altered the 
European hospital at the turn of the eighteenth 
century, the advent of surgery and other 
medical practices had an impact on the hospital 
at the turn of the nineteenth; this time on both 
sides of the Atlantic. Once again we may 
observe an architectural transformation as well 
as new Classifications and separations of patients 
and new measures of hygiene within the 
hospital setting. For example, the new operat- 
ing rooms at the Massachusetts General and 
Boston City hospitals at the end of the nine- 
teenth century contained etherization rooms 
reflecting the introduction of painless surgery. 
And then later, the introduction of scrub rooms, 
sterilization rooms and “clean” operating 
rooms, first based on the principle of anti- 
sepsis using Lister’s carbolic spray to limit 
infection, and then in the early 1880s on the 
basis of asepsis, which required a much more 
sophisticated and scrupulously clean surgical 
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environment. These architectural transforma- 
tions reflect, and indeed enunciate, the trans- 
formations in medical knowledge and practice 
and, in some senses, constitute a second stage 
in the medicalization of hospitals (Prior, 1988). 


The politics of health 

The birth of the clinic in Europe at the turn of 
the eighteenth century cannot be attributed 
solely to the emergence of the anatomo-clinical 
gaze. Rather, the formation and growth of 
medicine also must be viewed within the 
context of the emergence of what Foucault 
(1975) refers to as a new “politics of health”. 
During this period in Europe we may observe 
that health was accorded a greater importance 
than hitherto. The health of the population 
emerged as a major political concern both in 
terms of the relationships between health and a 
productive labor force during a period of 
considerable investment and capitalization, and 
in terms of a general concern over raising the 
level of health of the population as a whole 
(Miller, 1987). The new politics of health 
entailed that “the consideration of disease 
as a political and economic problem for 
social collectivities which they must seek to 
resolve as a matter of overall policy” (Foucault, 
1975, as quoted from Miller, 1987, p. 136). The 
politics of health was not the sole province of 
the state; rather the problematization of the 
health and sickness of the population resided in 
a number of different sites: charitable institu- 
tions, eighteenth century academies and the 
early nineteenth century statistical societies 
(Miller, 1987). Within this new politics of 
health we may observe “the multiplication of 
doctors, the foundations of new hospitals, the 
opening of dispensaries and, generally, a notice- 
able increase in the consumption of health 
services” (Cousins & Hussain, 1984, p. 142). 
We also may observe “an accent on clinical 
experience in the training of doctors and its 
greater standardization; an increasing mon- 
opoly of medicine over therapy; a weakening 
in the hold of traditional cures [and] govern- 
ment regulation of medical practice” (Cousins 
& Hussain, 1984, p. 142). The increased 


importance accorded to health helped to 
establish anatomo-clinical medicine as the 
dominant form to be practiced in the nineteenth 
century. In short, the conditions of possibility 
for the emergence and growth of medicine was 
both the practice of anatomo-clinical medicine, 
anchored in the clinic and a more general 
“medicalization: of society” (Cousins & Hussain, 
1984, p. 141). 

As in Europe almost a century before, the 


‘transformations in American hospitals were not 


merely a product of advances in medical 
knowledge and technology, important as 
these were, but also reflected a new direction 
within the politics of health in the U.S. With 
the population growth in urban centers and 
the rise of industrial capitalism during the 
economic expansion and restructuring of 
America in the late nineteenth century, charit- 
able and benevolent bodies, and to some extent 
state governments, focused their concern on 
the health of the population. The concerns 
were both those of limiting the spread of 
disease and in fulfilling the requirements of a 
healthy labor force to work in the ports, mills 
and factories (Vogel, 1980). In addition to a 
concern over the general health of the popu- 
lation, licensing of doctors, having been re- 
scinded by most states in the 1820s, began to 
be restored during the 1870s and 1880s, 
thereby allowing anatomo-clinical medicine 
to undermine the stronghold of traditional 
medicine which existed in the U.S. (Starr, 
1982). Reform of medical education also began 
around the 1870s. For example, Harvard 
Medical School, affiliated with the Massachusetts 
General Hospital, replaced didactic lectures 
and apprenticeships with formal courses in 
physiology, chemistry and pathological anatomy 
in 1871. Most importantly, within the context 
of the hospital, laboratory work became a 
central feature of medical training in this 
school. In 1893 Johns Hopkins University 
designated medicine as a graduate study, rooted 
in basic science and hospital medicine, and 
emphasized the importance of clinical research. 
Starr (1982) notes that medical training at 
Johns Hopkins: 
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... joined science and research ever more firmly to 
clinical hospital practice. While apprentices had learned 
their craft of medicine in their preceptor’s office and the 
patients home, now doctors in training would see 
medical practice almost entirely on the wards of 
teaching hospitals (p. 116). 


Thus, as in Europe almost a century earlier, 
modern scientific medicine in the U.S. “did not 
emerge out of a process internal to medicine 
nor out of a process of cumulative advance of 
observation, but out of a disparate process, 
consisting of changes in medical discourses, 
attitudes towards health and the reorganization 
of medical practice itself” (Cousins & Hussain, 
1984, p. 16). 

While the issues and sites of the politics 
of health were similar to those in Europe, 
the institutional forms, particularly concerning 
the hospital, that were to emerge from this 
“nosopolitics” were strikingly different in the 
American context. A mixed economy of inde- 
pendently managed public municipal hospitals 
and private voluntary hospitals (in the sense 
that they relied on voluntary contributions for 
revenue) emerged, rather than a state-owned or 
regulated structure. Within both types of insti- 
tution a distinctly private, as opposed to public, 
conceptualization of the provision of health 
care was fostered. Both the politically selected 
boards of the municipal hospitals, such as 
the Boston City Hospital, and the lay trustees 
of the private voluntary hospitals, such as 
the Massachusetts General Hospital, came to 
see their responsibilities as promoting “the 
eminence and financial stability” of their insti- 
tutions (Rosenberg, 1981, p. 52). 

As Rosenberg (1981) notes, the boards and 
trustees “could in practice see no greater good 
than the hospital’s own growth in size and 
clinical reputation. It was rarely considered that 
such ends might not be entirely compatible 
with the optimum delivery of medical care” (p. 
52). In effect, the emergence of an “overall 
policy” (Foucault, 1975) on health care did not 
occur in the U.S. at the turn of the century and 
state and federal governments did little in the 
years before World War II to “reshape an 
atomistic world of individual hospitals compet- 


ing for dollars and clinical status” (Rosenberg, 
1981, p. 52). As shall be discussed in more 
depth later, attempts to introduce compulsory 
national health insurance and proposals for 
federal and state health care programs were 
mostly unsuccessful in the U.S., not least 
because of the efforts of the American Medical 
Association (AMA), the American Hospital 
Association (AHA) and, later, the private insur- 
ance companies to preserve their control of 
health care in the US. 

The relationship to emerge between doctor 
and hospital was also unique, reflecting and 
constituting the private orientation of the 
provision of health care. In Europe, and in most 
other parts of the world, when patients entered 
a hospital, the referring doctor typically relin- 
quished responsibility for the patient to the 
hospital doctors who were a separate and 
distinct group within the profession. In contrast, 
hospitals in the U.S. emerged as “workshops” 
for private practitioners who treated their own 
patients during their stay in the hospital setting. 
Hospitals, therefore, had to compete with each 
other to attract physicians and their patients. 
Often this entailed providing the most advanced 
medical and surgical facilities. 

In short, hospitals, as independently managed 
workshops for private practitioners, developed 
into competitive market institutions, financed 
increasingly by payments from patients, and as 
we shall see in subsequent sections, from 
workmen’s compensation schemes and private 
insurance companies. It is suggested by Starr 
(1982) that as the hospitals changed radically at 
the turn of the century, private interests, 
particularly those of the medical profession and 
the independent hospitals, were preserved and 
even strengthened, thereby contributing to the 
rise of the medical profession and the creation 
of a vast and largely private medical industry. 
The interests of the doctors and hospitals and 
the private orientation of health care were to 
have a profound impact on the politics, eco- 
nomics, and of relevance to this paper, the 
accounting practice of hospitals and health care 
in the twentieth century. 

From the above, necessarily brief, description, 
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we may observe that the emergence of modern 
medicine in the U.S. took place within a 
changing field of medical discourse and prac- 
tice and within a newly developed politics of 
health. We shall see in the following section 
how political and medical discourses and 
practices became intertwined with a number of 
other discourses and practices within the 
institutional arena of the hospital at the turn of 
this century. During this time we may observe 
transformations in the operation and admin- 
istrative control of hospitals as well as the 
emergence of new levels, categories and pat- 
terns of expenditure; all of which were to 
impact upon discourses on the costs, financing 
and methods of accounting for health care in 
hospitals. Combined, these discourses and prac- 
tices contribute to the significant transfor- 
mation of the institutional nature of hospitals in 
the US. 


TRANSFORMATIONS IN ADMINISTRATIVE 
CONTROL, PATIENTS AND COSTS 


From the mid to the turn of the nineteenth 
century, the trustees of the Massachusetts 
General Hospital and the board of the Boston 
City Hospital determined the patients to be 
admitted. Moreover, they tried to avoid having 
a permanent population of the chronically ill 
and incurable. Although there were exceptions, 
the Massachusetts General Hospital restricted 
Stay in the hospital to those “requiring a 
doctor's daily care” and the first annual report 
of the Boston City Hospital noted that “chronic 
and incurable cases which would speedily and 
permamently fill the wards are not received” 
(Annual Report of the Boston City Hospital, 
1865, p. 105). Vogel (1980) notes that it was 
important for hospitals, relying upon charitable 
contributions, to avoid association with death 
and to demonstrate to their benefactors the 
hospital’s ability to treat and discharge a 
satisfactory number of cured patients. To this 
end, incurable patients, who were likely to die 
in the hospital, in general, were not admitted. 
The trustees of the hospitals also exercised 


control over the length of stay of each patient. 
By refusing admittance to the long-term ill, 
patient turnover could be maintained. The type 
of patients admitted to the Boston hospitals 
were restricted “to those industrious persons, 
who from sickness or misfortune, have been 
temporarily disabled, and who can recover and 
maintain themselves” (Annual Report of the 
Boston City Hospital, 1865, p. 105). In short, 
control of patient admissions and the length of 
stay were in the hands of non-medical trustees 
and the activity of the hospitals was measured 
in terms of the number of patients treated per 
year. 

As hospitals emerged as workshops for doctors 
and as sites for clinical training for medical 
schools, doctors, many of whom were private 
practitioners, were increasingly making vital 
decisions concerning whom to admit. As the 
decision over which patients to admit changed 
from lay to medical hands, a change in the type 
of patients admitted occurred. Increasingly, 
admittance was restricted to those patients 
previously excluded. Modern medicine was to 
be performed upon the chronic, the acute and 
the previously incurable. Hospitalization of 
patients became restricted to the critical sec- 
tion of illness which required active medical 
treatment (Vogel, 1980). With this, a new tier 
of medical institution evolved, namely the 
convalescent home, where recovery was under- 
taken so as to clear hospital wards of patients no 
longer receiving active medical treatment. As a 
result, patient stays at Boston’s general hospitals 
grew progressively shorter. In 1887 the average 
length of stay at the Massachusetts General was 
5.16 weeks and at the turn of the century it was 
between 17 and 20 days (Vogel, 1980). Treating 
the previously incurable, expanding the horizons 
of medical knowledge and practice, and restric- 
ting stay to those patients who required active 
medical intervention, although cutting the 
length of stay, were nevertheless considerably 
more expensive than treatment under the old 
medical regime. 

The change in administrative control of admis- 
sions and discharges transformed the character 
of hospitals and reflected a reorientation 
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away from patrons and the poor towards 
professionals and their patients (Starr, 1982). 
By 1897 the Boston City Hospital dropped the 
provision that the trustees could admit patients 
and revoked the right they had to dismiss any 
patient they thought to be wrongly admitted 
(Annual Report of the Boston City Hospital, 
1897/1898). With this, the medical practitioner 
emerged as the dominant professional within 
the institutional arena of the hospital. More- 
over, as Starr (1982) notes, control over access 
to hospital facilities became a strategic basis of 
power to the medical community, who individ- 
ually, and collectively under the AMA, became 
an important force not only within hospitals, 
but also within the discourses and provision of 
medical care and, more generally, with regard 
to the politics of health in the U.S. 


New levels and categories of expenditure 

At the Massachusetts General the average 
cost per patient per week rose steadily from the 
middle of the nineteenth century into the first 
quarter of the twentieth century. In 1862 the 
figure was $6.04 per patient per week, in 1872 
this had increased to $10.10, and by 1900 the 
figure was $15.05. Myers (1929) attributes the 
increases to a general rise in prices for food, 
coal, salaries and wages which made up the 
major categories of operating expenditure. 
However, by 1925 the average cost per patient 
per week had reached $42.28, an increase 
which reflected not only inflation, but also the 
type of patient treated and the more costly type 
of treatment provided (Myers, 1929). When the 
costs of patient care were essentially the 
provision of food and shelter, the trustees were 
able to exercise control over the type, quality 
and quantity of provisions purchased and the 
number and type of staff employed. The costs 
associated with the new treatment regime were 
a result of doctors decisions over which 
the trustees and hospital superintendents had 
increasingly less control. 

The facilities required for modern scientific 
medicine also refiect and constitute increases in 
capital costs for hospitals. Goldwater (1905) 
comments that while the construction rates 


between 1870 and 1905 doubled from 20 cents 
to 40 cents per cubic foot, the cost of building a 
450 bed general hospital in 1905 was nearly 
four times as much as in 1870. This disparity 
reflects the increase in cubic feet required for 
each bed. This had risen from approximately 
6000 cubic feet in 1870 to approximately 
11,000 cubic feet in 1905. Goldwater (1905) 
notes that “the hospital ward unit now includes 
a day room and dining room for convalescents, 
a special closet for a portable tub, not less 
than two quiet rooms for each ward of twenty, 
[and] a small laboratory for the rapid examin- 
ation of clinical specimens” (p. 42). In addition, 
hospitals in 1905 had sterilization rooms, more 
operating rooms “the X-ray department, with 
its costly outfit” and “the hydrotherapeutic 
department with its cabinets, douche tables, 
steam supply and refrigeration arrangements”. 
All of these new facilities tended to “swell the 
construction account and increase the amount 
of space allowed to the individual patient” 
(Goldwater, 1905, p. 44). 


Changes in the pattern of hospital expenditure 

Developments in medical practice and the 
new facilities which emerged at the turn of the 
century not only had a profound effect on the 
level of capital and operating expenditure, but 
also transformed the cost structure or patterns 
of expenditure in hospitals. Prior to the turn of 
the century, the hospital bed, which was fixed 
in a precisely defined spatial location, namely 
the ward, was the primary site for medical 
observation and treatment. Treatment essentially 
provided nourishment, warmth, comfort and 
shelter. In consequence, the majority of hospital 
costs were also centered on the bed. Moreover, 
because treatment for most types of diseases 
was essentially palliative, the costs incurred to 
maintain a patient in a bed for a period of time 
were principally hotel costs and were relatively 
homogeneous across patients. 

However, by 1925 the Massachusetts General 
Hospital had thirteen special departments re- 
flecting the various parts of the human anatomy 
which now came under the clinician’s gaze; 
these included neurology, orthopedics, psychiatry 
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and urology. In addition, there were sixteen 
specialist clinics, representing the disease pro- 
cesses subject to clinical research and treat- 
ment, including clinics for diabetes, pulmonary 
tuberculosis and tumours. Finally, a number of 
new facilities for the treatment and diagnosis of 
patients, which relied heavily on technology, 
had emerged: new operating theatres, X-ray 
departments, pathology, bacteriology and 
chemistry laboratories, medical and surgical 
research laboratories and facilities for clinical 
investigation. These clinics, departments and 
treatment facilities had a significant impact 
upon the hospital bed. Instead of being a fixed, 
static object, the bed became mobile. Beds 
quite literally were fitted with wheels to move 
patients between the ward and the various 
diagnostic and treatment centers. If the patients 
were not moved then various biopsies, fluids, 
etc., taken from the patient, would be trans- 
ported to the laboratories within the hospital. 
The mobility of the bed had an impact upon 
patterns of expenditure in hospitals. As diagno- 
sis and treatment centers became physically 
dispersed throughout the hospital, so did the 
costs of treatment. Although the bed in the 
ward remained as a significant site for the 
treatment of patients and therefore a major 
element in the cost of treatment, the special- 
ized clinics, treatment and diagnostic facilities 
represented a multiplying of cost centers. The 
significant point is, that as medical discourse 
and practice was elaborated at the turn of the 
century and the hospital facilities became more 
complex so did the patterns of expenditure. 
Complexities in the patterns of expenditure 
were exacerbated by experimentation with 
different types of treatment. Even for a particu- 
lar disease, a number of patients might take 
different routes through the hospital in the 
course of their particular treatment. The number 
of visits and time spent in X-ray and surgery, 
and the number and type of diagnostic tests 
performed would differ, not only between 
disease categories (which were still only impre- 
cisely defined), but also between patients with 
the same disease. At the turn of the century, 
and indeed throughout the twentieth century, 


medical discourses and practices were in a state 
of flux. New forms of medical practice created 
new patterns of expenditure. 

The new levels of operating expenses, in- 
creasing capital costs and changes in the 
patterns of expenditure in hospitals intersect 
with the emergence of hospitals as market- 
based institutions, seeking, among other things, 
financial stability within the newly emerging 
politics of health, and provide the conditions 
of possibility for the emergence of a number of 
complementary and conflicting discourses on 
the cost of health care as well as the accounting 
treatment of those costs. It is towards these 
discourses and practices that the following 
section turns. 


DISCOURSES ON AND PRACTICES OF COST 
ACCOUNTING 


At the turn of the century it is possible to 
identify three distinctly different yet inter- 
related discourses or ways of talking about and 
thus constituting costs in hospitals. These were: 
discourses on cost control, from which emerged 
a number of related discourses on budgeting 
and efficiency, particularly in the 1920s; dis- 
courses on cost justification which included 
medical rationales for expenditure; and dis- 
courses on cost reimbursement which focused 
on the rate and means of payment for hospital 
services. Together, these create a discursive 
formation in which a number of conceptualiza- 
tions of costs emerge. These conceptualizations 
give shape to and, in turn, are shaped by, 
particular forms of accounting practice. 


Discourses and practices of cost control 

The impact that developments in anatomo- 
clinical medicine, particularly in surgery, had 
on the level and type of expenditure in 
hospitals at the turn of the century was 
immediately apparent in contemporary dis- 
courses. Vogel (1980) notes that the 
Massachusetts General trustees expressed: 


bewilderment at the mounting financial demands made 
by modern medicine. Upset in 1893 with the rising 
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expenditures for oxygen, they asked the visiting staff to 
restrict its use (Trustees Records, May 1893). Steadily 
rising expenses prompted the trustees to order expen- 
ditures for 1896 kept within 1891 levels. Trying to 
reduce costs at the City hospital, the trustees in 1900 
asked the medical staff to use fewer dressings (p. 66). 


Such expressions of concern over increased 
Operating costs, which appear in the annual 
reports of many American hospitals, may be 
seen as the emergence of discourses on limiting 
the cost of medical treatment in hospitals. The 
concern for rising costs in the provision of 
health care was reflected in the contemporary 
literature and influenced accounting practice in 
a number of ways. For example Dillon (1910), 
writing on hospital accounting, suggests, 
“everyone employed is a custodian of some- 
thing and every article should be accounted for 
by that custodian. Every employee has some- 
thing to account for, therefore, throw all the 
responsibility on him the situation allows, and 
hold him strictly to account” (p. 297). Thus, 
early in the twentieth century, a form of 
responsibility accounting was advocated in the 
literature on hospital administration. Such no- 
tions of individual responsibility are reflected in 
later discourses upon departmentalized accounts 
in the hospital. Curtis (1924) suggests that: 


{the] accounting and record department is to the 
hospital manager what the compass is to the mariner. 
Without accurate statistical and financial data you are 
lost. Good accounting involves accounts arranged to 
reflect precisely the departmental organization of the 
institution, so that the costs of operation may be kept by 
departments. Also income or earnings accounts should 
be kept by department. By doing so each department 
can be looked upon as a business in itself (p. 332). 


It is important to note that responsibility for 
expenditure was in the hands of departmental 
managers rather than medical practitioners, 
many of whom, as noted earlier, were not 
employees of the hospital and therefore could 
not be easily identified as managers of responsi- 
bility centers or indeed as responsibility centers 
themselves. 

Many of the ideas contained in discourses on 
hospital accounting during the first part of 
the twentieth century were informed by con- 


temporaneous developments in the commercial 
world and in manufacturing industries. As 
Hunter (1921) suggests, “The accounts of a 
hospital should be run as if the hospital were a 
business enterprise and go into quite as much 
detail as if the hospital were being operated by 
the keenest businessmen” (p. 519). Likewise, 
Chapman (1921) suggests a method of “hospital 
accounting as a basis for hospital analysis” by 
suggesting that, “it is hard to understand how 
an intelligent analysis can be made of a 
hospital’s performance, financially, with the 
method of bookkeeping that is found in vogue 
in most of our institutions” (p. 418). Chapman 
proposes a system of accounts which have “a 
very close similarity to the various types of 
accounting in business” (p. 418), and goes on 
to recommend that, “one of the first principles 
of properly recording hospital finances is to set 
up a chart of accounts that will reflect the 
individual departmental performance of the 
various units of the hospital, so that comparable 
periods may be analyzed against one another, to 


note the performance for those periods” (p. 


418). 

Related to the notions of responsibility and 
performance evaluation, the concept of efficiency 
emerged in hospitals during their reconstitu- 
tion at the turn of the century. Its impact may 
be observed in attempts to create a hospital 
routine in which every aspect of the “patient’s 
treatment, from admission through discharge, 
were carefully specified” (Rosenberg, 1981, p. 
46). The ordering of tasks was applied to 
nurses, attendants and house officers as well as 
purchasing, cleaning and cooking personnel. 
Rosenberg (1981) also notes that efficiency 
played a legitimating role in hospitals: 


Efficiency implied selflessness and thus moral legitimacy 
at a time when Americans saw little reason to accept 
traditional medical self-conceptions: charity, wisdom, 
self-sacrifice seemed in any case less relevant than did 
mastery of organization and the laboratory’s mysteries 
(p. 47). 


The relationship of cost accounting and 
concepts of efficiency is expressed by Harris & 
West (1925) in a paper entitled “Practical 


74 ALISTAIR M. PRESTON 


Application of Scientific Methods to Hospital 
Accounting”, where they suggest that: 


A large number of hospitals have X-ray, physiotherapy 
and laboratory departments, orthopedics and, in add- 
ition, a school for nursing students which in many cases 
is affiliated with a medical school. Also the research 
work done in hospitals today is of considerable 
magnitude. With such activities, the expenditure grows, 
and the need for internal control becomes of paramount 
importance, so that an economy service to render 
maximum service at minimum cost can be maintained 
(emphasis added) (p. 318). 


At a more general level, discourses on 
efficiency entailed the search for an appropriate 
measure to evaluate hospital efficiency. Harris 
& West (1925) suggest that: 


the gross cost per patient per day in a given institution, 
throws very little light upon the activities and the cost 
of these activities, but we get the facts capable of 
comparison that tell the story vividly and accurately, 
when the units of cost are explicit and are based upon 
the following: Maintenance of patients, per bed; X-ray, 
per examination; Operating room, per operation; Path- 
ology laboratory, per examination; Laundry, per unit of 
standard piece; Dining room, per ordinary meal and so 
on (p. 318). 


However, not all commentators accepted the 
need for multiple cost measurement bases. 
Morrill (1925) suggests that “for special pur- 
poses the work of some departments may be 
worked out on a special basis such as kitchen 
cost on a meal basis, laundry on a piece basis, 
operation room on an operation basis. But for 
cost control and comparison it is necessary to 
adhere to the patient day basis as that is the real 
‘production unit’” (p. 4). In this respect there 
was not a consensus of the one best method of 
recording and analyzing the cost of hospital 
treatment. 

Another form of accounting to emerge in the 
1920s concerned with the control of hospital 
costs was the use of budgeting. Again couched 
in terms of business practice, Curtis (1924) 
who advocated the form of departmentalization 
cited above suggests that: 


Budget control of hospitals and institutions is synony- 
mous with economical operation. It produces careful 
spending and has saved thousands of dollars annually 
even in small institutions. It is the type of management 
demanded by men of business ... (?) Instead of drifting 
along from month to month and year to year, soliciting 
funds at the end of the year to meet a deficit in 
operation, it is better in advance to balance expected 
income against estimated expenditure and thus determ- 
ine a year in advance your operating deficit, taking it 
before your directors and asking them to authorize your 
plan (p. 332). 


Brough (1925) quotes a hospital executive as 
saying, “Gentlemen, What we need is a budget. 
That is the most efficient means of restricting 
expenditures to income. It would serve as a 
chart for the future. It would practically give us 
accounts in advance” (p. 397). 

Just as efficiency fulfilled a legitimating role, 
so did the more sophisticated accounting 
systems. Such accountings could be used to 
illustrate and therefore justify increased costs of 
hospital care, particularly to city and state 
providers of funds. For example: 


How much interest can you stir up in the public to show 
that it cost $150,000 to take care of an average daily 
attendance of 1,000 patients for one year? If you can 
show what portion of that $150,000 went to pay Board 
of Managers, General Officers, petty officers, attendants, 
medical department, medicines, light, water and fuel, 
hall supplies, food etc., the providers of funds will be 
more liberal with you because they will feel that they 
can see exactly what you are doing with their money 
(Dillon, 1910, p. 298). 


Hence, we can see that notions of responsibility, 
departmentalization and the analysis of per- 
formance and efficiency based on a system of 
cost accounting and budgeting, begin to 
emerge as central themes in discourses on 
hospital accounting in the first quarter of the 
twentieth century. The development of depart- 
mental reporting, more precise costings and 
budgeting represent the increased heterogeneity 
in hospital treatment as well as the growing 
complexity experienced in patterns of expendi- 
ture. Discourses on hospital accounting ap- 
parently recognized the profusion of cost centers 
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and the variability between them in terms 
of the cost objective and the measures of 
performance. 

The annual reports of the Boston City 
Hospital began to reflect the increased depart- 
mentalization of accounting practice in hospitals 
during the first quarter of the century. The 
accounts and financial reports of Boston’s 
hospitals at the middle of the nineteenth 
century reflect the conceptualization of the 
hospital as a “substitute household” providing 
for people without homes or the poor and the 
sick (Rothman, 1971, pp. 42—43). Costs were 
typically expressed in terms of providing board 
and lodging. For example, in the annual report 
of the Boston City Hospital in 1875, the 
categorization of disbursements resemble a 
shopping list of provisions for a household. The 
quantity, cost and average per pound of beef, 
bread, butter, cheese, etc., were meticulously 
recorded and constituted the major portion of 
the financial report. In this respect there was no 
differentiation of costs according to treatment 
type or department. The costs were treated as 
general expenses and expressed as either the 
net cost of maintaining the hospital or the cost 
of board per patient week. The Annual Report 
of the Boston City Hospital in 1875 reveals only 
two expense categories, “medicines” and “com- 
presses and bandages”, and one category under 
fixtures and furniture, namely “surgical equip- 
ment”, which are recognizable as relating to 
medical treatment. 

By 1925, the accounting portion of the 
annual report of the Boston City Hospital had 
undergone a significant transformation. Reflect- 
ing contemporary medical discourse and prac- 
tice, expenditure was increasingly categorized 
according to departmental headings. Although 
many surgical and medical specialities were still 
aggregated under the general disbursements 
heading of “Hospital Proper” at Boston City 
Hospital in 1925, we nevertheless see the 
beginnings of quite elaborate attempts to 
categorize costs according to departments 
within the hospital. These included “Out- 
Patients”, “Pathological Laboratories”, “X-ray 
and Photographic Departments”, “Physical 


Therapeutics”, “Clinical Laboratory”, “Blood 
Laboratory”, “Immunology”, “Oral Surgery” 
and “Social Work”. The accounts also reveal an 
elaborate method of charging the costs of these 
various departments to the “Hospital Proper”, 
the “Out-Patient Department” and the “South 
Department” before arriv ng at the basic units 
of measurement which were the cost per day 
per ward patient and the cost per day per out- 
patient. The accounts also reveal the new 
categories of treatment costs. Instead of two 
expense categories, medical supplies for the 
hospital proper now number 18 classifications, 
including “Oxygen Gas” “Sulphuric Ether” and 
“Radium”. Finally, the concern for the control 
of costs in the accounts of the Boston City 
Hospital is evidenced in Table 3 of the Annual 
Report which is titled, “Expenditures, Classified 
in Accordance With Segregated Budgets for the 
Year Ending January 31, 1925”. The method 
of budgeting conforms to general expense cat- 
egories such as “personal services” “equip- 
ment” and “supplies” rather than departmental 
categories, but nevertheless reveals early 
attempts to budget for and control costs. 

By 1925 in the independently managed, and 
by and large independently financed hospitals, 
we may observe the emergence of a form of 
accounting which begins to reflect the hospital 
both as an institution for medical therapy, 
observation, and instruction and as a commercial 
business. With the emergence of the new 
departmental and treatment categories in hosp- 
ital accounts, the accountant’s gaze had become 
more refined and focused. However, what is 
also significant is that the new focus remained 
at the level of functional departments for which 
responsibility was placed upon administrators 
or managers. In contrast, doctors were largely 
exempt from economic controls. Thus, while 
discourses and practices of cost control did 
develop along with, and in line with, changes in 
medical knowledge and technologies, what did 
not emerge at this time was the “responsibliz- 
ation” of the figure of the doctor. While the 
control of admissions and treatment, and there- 
fore to a large extent, responsibility for the 
utilization of resources, had shifted from lay to 
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medical professions, hospital accounting did 
not explicitly reflect this change. The virtual 
exemption of the doctor from economic controls 
may in part be explained by the emergence of 
another discourse on the cost of medical care 
which the following section explores. 


Discourses on justifying costs 

At the turn of the century, as administrators 
struggled with the rising costs of health care, 
discourses which medically justified the new 
levels of expenditure, in terms of the increased 
patient care provided in the new facilities and 
in terms of the new methods of treatment, 
emerged. At the Massachusetts General Hospital, 
Dr John A. Hornsby noted that hospital efficiency 
depended not on cutting costs but “on the 
fidelity with which we carry out the doctor’s 
orders, and the hospital will succeed best 
which is equipped with the most modern 
appliances and the skilled people to handle 
them” (Vogel, 1980, p. 66). Although the 
medical professionals undoubtedly helped shape 
such discourses they were not the only group 
to participate. The hospital superintendent of 
the Massachusetts General Hospital “answered 
denunciations of extravagance at a conference 
of hospital superintendents by declaring justifi- 
able any expenditure that provided better 
patient care” (Vogel, 1980, p. 66). By 1900, the 
trustees had forsaken attempts to keep expendi- 
tures within earlier levels and were calling 
attention to “the steadily increasing gravity of 
the average case”. There appeared to be a 
general acceptance that “a steadily increasing 
cost per patient could be anticipated if the 
Massachusetts General Hospital expected to 
preserve its high standards” (Vogel, 1980, 
p. 66). 

The immediate and obvious success of medical 
science and its direct and intimate impact upon 
the patient’s well-being were enormously con- 
vincing and popular at the turn of the century, 
and these new forms of treatments added to 
the prestige of the hospital. In 1898 the 
Massachusetts General trustees pointed with 
pride to the effectiveness of their antiseptic 
procedures: “the staff has introduced many 


improvements in antisepsis; for example, the 
use of gloves by the operators and assistants has 
materially lessened the dangers of spreading 
sepsis” (Vogel, 1980, p. 66). Therefore, once 
medicine began to produce results, and medical 
research promised further results, the new 
levels of expenditure were considered appro- 
priate. Discourses on the medical justification 
of costs cannot, however, be reduced to a 
purely economic rationality. During the first 
quarter of the twentieth century the medical 
profession enjoyed an enormous surge in status 
and influence within the realm of the hospital 
and within society more generally. Thus, while 
increased costs could be justified in terms of 
increased medical benefits, the doctor’s voice 
within such discourses also played an important 
role. 

The medical justification of costs was also 
used to criticize the growing affection with 
commercially oriented accounting techniques 
in hospitals. Townsend (1914) comments that: 


elaborate plans for the distribution of operating expen- 
ses to departments and activities which, while quite 
essential in a manufacturing business, are costly and of 
no practical value to the management of a Hospital. ... 
Your hospital must meet the requirements of the 
community it serves through the medium of the best 
equipment and the highest grade of surgical, medical 
and nursing services known to modern science, and it 
must acquire this equipment and secure this service, no 
matter what it costs for installation and operation. 
[Although] In a commercial enterprise exact costs are 
necessary in order that articles produced may not be 
offered for sale at prices below costs, and, when the cost 
is found to exceed the obtainable market price, the 
production can be abandoned as unprofitable in the case 
of the hospital which is an institution for ministering to 
the needs of the sick and suffering, and where, instead of 
closing the doors, the management must find means of 
raising the revenue to carry on the good work (pp. 233— 
234). 


Such discourses appear as an attempt to 
distance the institution of the hospital from 
commercial business, arguing that hospitals 
provide a service to the sick whatever the cost, 
whereas commercial organizations must pro- 
duce the product below a particular cost 
or cease production. Similar comments were 
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made with respect to the application of tech- 
niques of efficiency. Codman (1915), who was 
a strong advocate of efficiency, recognized that 
“uncompromising efficiency implied the evalu- 
ation of medical men, medical procedures, even 
medical fees; this was not a goal easily achieved” 
(as quoted from Rosenberg, 1981, p. 47). 
And even those administrators most committed 
to efficiency were cautious about applying 
techniques from the factory to the hospital: 


[The hospital] has a peculiarity not commonly recogni- 
zed; while it conducts a business, it is the home of those 
who live in it. ... The management of a hospital is often 
likened to a business, such as that of a manufactory or a 
mercantile house, It is more than that by having a 
different human element in it, the special work of the 
hospital is done by a family, and should be governed 
with due regard for its domestic unity (Cowles, 1894, 
p. 72). 


While a dominant professional in the factory 
at the turn of the century was increasingly the 
efficiency expert, the role of the efficiency 
expert in the hospital was in large part eclipsed 
by the dominance of the medical professional. 
The emergence of new medical treatments and 
discoveries during the first quarter of the 
century continued to legitimize the practice of 
modern medicine, and by implication, justify 
increases in medical expenditure. After the 
initial framing of discourses on costs, explicit 
medical justifications of costs largely disap- 
peared for much of the first quarter of the 
century, although they were to reappear later in 
the century when insurance premiums began to 
rise rapidly. The scientific management and 
accounting techniques which formed part of 
the discourse on cost control in the 1920s were 
only operationalized at the administrative and 
support service level of the hospital and rarely 
impinged upon the doctors’ autonomy. Medical 
practice was by its nature seemingly immune to 
the imperatives of cost control. 

It is significant to note that at the turn of the 
century we may observe the emergence and 
elaboration of other records within hospitals. 
These were the medical records which recorded 
medical diagnoses and treatments and admin- 
istrative records which recorded deaths, dis- 


charges and the number and type of patients 
treated. The elaboration of both medical records 
and administrative statistics may be observed in 
the annual reports of both the Massachusetts 
General and Boston City hospitals. The medical 
records, as well as hospital statistics, substanti- 
ated and corroborated the claims of the new 
medical regime, and as we shall note in a 
subsequent section, these records became the 
paper representation of hospital activity, creat- 
ing a medical rather than economic visibility 
and regime of control. The development of 
medical records also reflects the rise of the 
medical profession within the institutional 
arena of the hospital. 

It is worthy to note that neither the admin- 
istrative nor the medical records were trans- 
lated into monetary terms. While there were 
obvious interrelationships between the three 
forms of hospital records, for example, increased 
medical specialization influenced the categories 
under which costs were classified and the 
administrative statistics were utilized in calcu- 
lating the cost per in-patient day, they were 
nevertheless relatively independent recording 
systems under different jurisdictions. Medical 
records and hospital statistics provided a per- 
suasive account of the efficacy of anatomoclinical 
medicine and within its rhetoric, concern for 
costs could be subordinated to developments 
in treatments. In many respects the luxury of 
this position was facilitated by the third 
element in the discursive formation, cost 
reimbursement. 


Discourses on cost reimbursement 

At the turn of the century, the Massachusetts 
General Hospital’s revenue was principally 
generated through endowments from wealthy 
benefactors and through a system of “free beds” 
whereby individuals or organizations could 
subscribe to a bed within the hospital and could 
nominate individuals to occupy the bed for a 
period of time. The method of revenue genera- 
tion is reflected in the early accounts of the 
Massachusetts General Hospital which labori- 
ously listed the names and amounts of all endow- 
ments, donations and free bed subscriptions. In 


78 ALISTAIR M. PRESTON 


contrast, the Boston City Hospital, although 
receiving funds from endowments, relied on 
the City of Boston for most of its revenue. The 
annual reports of the Boston City Hospital at 
the turn of the century explicitly reported the 
net-cost and cost-per-capita-per-week to the 
city. Other sources of finance for both types of 
hospitals included benevolent societies and 
fraternal organizations who “financed by dues, 
secured medical attention for their members”. 
For example, “Dr George Calvin’s Wage Earners, 
Emergency and General Cooperative Hospital 
Association ... cared for its members in return 
for an annual contribution of one dollar per 
person” (Vogel, 1980, p. 121). These sources, 
however, constituted a very small portion of 
most hospitals’ total revenue. 

In the second decade of the twentieth 
century, the financing of hospitals underwent a 
change reflecting a reconceptualization of 
the cost of medical treatment. In effect, medical 
science had created a “product” which could 
be provided only in hospitals. It was recog- 
nized early in the twentieth century that this 
product could be sold to recover costs, to the 
wealthy whom, up until this point, had their 
medical care provided in the comfort and 
relative safety of their home. The Phillips 
House, opened in 1917 at the Massachusetts 
General Hospital, was an early example of a 
private ward within a general hospital to 
provide medical care for the wealthy (Washburn, 
1939). The emergence of medical care as a 
marketable product was constituted within and 
was constitutive of the increasingly commercial 
and private economics and politics of health in 
the first two decades of this century. We may 
see within these conditions the emergence ofa 
new discourse and practice of cost accounting, 
not centering upon the control of costs or the 
medical justification of costs per se, but rather, 
concentrating upon a more elaborate business 
expression of the revenue-generating potential 
of medical treatment. The costs of modern 
medical treatment increasingly could be ‘offset 
against revenues. 

The medicalization of hospitals, therefore, 
not only marks the reconstitution of the 


hospital as an institution of medical science, it 
also marks, if only indirectly, the emergence of 
a more commercial orientation towards the 
provision and costing of medical care in the U.S. 
(Starr, 1982). The concept of medical treat- 
ment as a product, by and large, signaled the 
end of the hospital as a charitable institution. As 
Vogel (1980) noted: “patient care ceased to be 
a legitimate object of charitable benevolence. 
No longer would it be common practice to 
earmark donations for free care: no longer 
would patients expect free care. In the twentieth 
century, patients would give as well as receive” 
(p. 120). 

The conceptualization of treatment as a 
reimbursable cost manifests itself in a wider 
discourse concerning the basis of charges, the 
amount to charge and which person or organiz- 
ation to charge. For example, during the second 
decade of the century we see the emergence of 
legislation for workman compensation schemes 
in Massachusetts covering, among other things, 
medical treatment for industrial accidents. 
With the new legislation, which came into 
effect in 1912, state government and insurance 
companies became actively interested in both 
the costs and charges of hospital care which up 
until this point had been arbitrarily determined. 
by hospital administrators (Vogel, 1980; Law, 
1974). The law essentially recognized that “the 
cost of injuries [is] incidental to modern 
industry [and] should be treated as part of the 
cost of production” (Vogel, 1980, p. 121). 

The provision of a healthy labor force, as 
part of the new politics of health in the U.S., 
like many of the hospitals themselves, emerged 
as a private and largely commercial structure 
at the end of the nineteenth century. The 
Massachusetts Workingmen’s Compensation Act 
was in fact operationalized by private organiz- 
ations, in this case commercial insurance com- 
panies were invited to implement the policy. In 
turn, the fraternal and benevolent institutions 
increasingly withdrew from the provision of 
health care for their members. The institutional 
structure of independent health care providers 
and third party payers, whether acting indepen- - 
dently or implementing government policy, 
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became an established feature of the American 
health care field. The structure elevated the 
importance of calculating and accounting for 
payments by third party payers to health care 
providers, both hospitals and doctors. 

The workmen’s compensation schemes 
provided additional revenue for both the 
Massachusetts General and Boston City hospitals 
and also spurred the development of a number 
of private, profit oriented emergency hospitals 
designed to capitalize on the new form of 
revenue. The issue of what to charge involved 
not only insurance companies but also the 
Massachusetts Industrial Accident Board which 
was formed to administer the workmen’s com- 
pensation program. One of the functions of 
the board was to arbitrate between insurance 
companies and hospitals or private doctors 
over disputed charges. In cases where charges 
were thought to be too high, the insurance 
companies could approach the board for a 
ruling. In 1915 after a number of arbitrations 
the Industrial Accident Board approved a 
number of charges for hospital services. These 
were as follows: 


The fee for hospital care in all cases shall not be more 
than $15.00 per week. [In addition the following extras 
were permitted.] Operating room fee of $5.00, X-ray 
$5.00 for each examination, without regard to the 
number of plates made. Serums, special drugs and 
special applications may be charged at their cost. A 
maximum charge $4.00 per day for special nursing, only 
after the insurance company had been informed. Visits 
for outpatients should not exceed $1.00. [In addition] 
when the custom or rule of the hospital provides that a 
patient shall pay the surgeon’s fee, the Board will 
approve of the payment of a reasonable fee to the 
surgeon, in addition to hospital charges (1st Annual 
Report of the Massachusetts Industrial Board, Workmen’s 
Compensation Act, as quoted from Vogel, 1980, p. 120). 


The Board ruled that insurance companies 
would pay up to the “actual cost of hospital 
care” (Vogel, 1980, p. 122). In effect, through- 
out the second decade of the twentieth century, 
a pattern of cost-based charges evolved through 
the interaction of insurance companies, the 
Industrial Accident Board and hospitals to 
replace the more or less arbitrary setting of 
charges by hospital administrators. The inter- 


vention of the Massachusetts Industrial Accident 
Board placed the accounts of hospitals under 
greater external scrutiny and created a need to 
provide a justification of the cost of providing 
hospital care. This may explain in part the 
development of accounting techniques at both 
of the Boston general hospitals. During the 
second decade of the century both hospitals 
began to produce greater detail of in-patient 
costs per day. 

We may see evidence of this new cost-based 
orientation in 1915, when the Massachusetts 
General Hospital raised its rate of $10.50 per 
week to $15.00 per week, to take advantage of 
its ability to bill insurance companies within 
the fees set by the Industrial Accident Board. In 
1917, when the hospital raised its rate for the 
insurance company and ward patients who 
could pay to $17.50, the insurance companies 
protested that the rate was higher than the 
$15.00 per week maximum approved by the 
Industrial Accident Board. The board upheld 
the hospital, finding that “this is not a discrimin- 
atory rate but is the standard rate charged by 
the hospital for all patients who are able to pay” 
(Vogel, 1980, p. 122). 

The influence of workmen’s compensation 
schemes on hospitals was not merely in the area 
of setting charges. Rather, the insurance com- 
panies represented a powerful outside force 
which was aggressively concerned about the 
nature and efficiency of hospital treatment. The 
focus of the insurance companies was upon the 
costs of securing the employee’s quick return 
to work. To this end the insurance companies 
supported medical research into the newly 
emerging field of medicine referred to as 
“industrial diseases”. The new field of research 
and funds provided doctors with additional 
justification for developing new medical tech- 
niques. In this respect, industry, through the 
insurance companies, became actively involved 
in the development of medical knowledge, 
provision of health and thus the politics of 
health during the early part of the twentieth 
century. 

During the first two decades of the century, 
there was also a move by reformers within the 
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Progressive party to introduce a form of 
compulsory national health insurance. These 
attempts were thwarted by the doctors’ opposi- 
tion. For example, in 1917 a large group of 
doctors formed an independent League for the 
Conservation of Public Health to oppose the 
Californian social insurance commission’s rec- 
ommendation for health insurance. The League 
wrote that the commission was “wholesaling 
medical services at bargain counter prices” and 
that the “[doctors’] compensation would be 
fixed and whose services would be supervised 
by political appointees”. Exploiting wartime 
hysteria, the League characterized health insur- 
ance as “a dangerous device, invented in 
Germany, announced by the German Emperor 
from the throne the same year he started 
plotting and preparing to conquer the world” 
(as quoted from Starr, 1982, p. 252). In effect, 
the doctors were opposed to any economic or 
efficiency measure which “conflicted with their 
defence of their income and autonomy” (Starr, 
1982, p. 247). This episode reflects the attempts 
by doctors to keep separate medicine and 
accounting. It also reflects the doctors’ attempts 
to restrict the involvement of third party payers 
(both private and public) in their economic 
affairs (Starr, 1982). With the rejection of 
national health insurance, private interests 
were strengthened and state involvement in the 
provision of health care was restricted. 

What is striking during this period of kaleido- 
scopic change in the medical domain is that the 
basic measure of hospital activity remained 
essentially the same. Although the emerging 
departmentalization of hospital accounts and 
various cost allocation methods reflected a 
more sophisticated attempt to measure costs 
and activities, the cost per bed or in-patient day 
remained as the principal accounting and 
administrative measure of output in hospitals. 
Some attempts to redefine the hospital product 
were evident. For example, Codman (1914) 
suggested that the hospital product, in addition 
to providing care to patients, must include the 
education of nurses, doctors and surgeons, and 
the developments in medical knowledge repre- 
sented in the number of medical and surgical 


papers emanating from the institution, and 
therefore characterized the hospital product as 
a complex combination of factors of which 
treatment of patients was only one part. 
Manufacturing metaphors also were employed 
in defining the hospital product. Gilbreth 
(1915) posed the question in the following 
manner: “What does this factory, called a 
hospital, manufacture? What is the hospital’s 
aim and how is it attempting to attain its aim?” 
(p. 774). In sharp contrast to the factory 
product he suggested that the hospital product 
was in fact “happiness” and again the problem 
of how to measure happiness arose. A more 
pragmatic definition, conditioned by the 
Workingmen’s Compensation Act, was given 
by Cronin (1915) as the efficient return of 
patients to work. 

A precise definition of the hospital product 
was, however, elusive. The changing patterns of 
hospital expenditure and the dynamic changes 
in medical diagnosis and treatment made the 
categorization of diseases, treatment types and, 
therefore, the construction of a consistent and 
standardized measure of hospital activity which 
adequately reflected these changes, extremely 
difficult. The bed or in-patient day which 
reflected medical practice in the middle of the 
nineteenth century, when medical treatment 
and its cost was relatively homogeneous across 
patients, persisted despite transformations in 
medical knowledge and treatment at the turn of 
the century. Morrill (1925), in common with 
other commentators, regarded the “patient day 
basis as ... the real ‘production unit’” (emphasis 
added) (p. 4). The patient day was to condition 
methods of calculating payments and cost 
accounting systems in hospitals for much of the 
twentieth century. 

To sum up, during the first quarter of the 
twentieth century, three interrelated, but not 
necessarily complementary, discourses on 
hospital costs emerged rather than a single 
cohesive discourse. These were discourses on 
cost control, the medical justification of costs, 
and the reimbursement of costs. The relative 
emphasis of these three discourses and the way 
they merge with or separate from one another, 
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as well as the way in which they interweave 
with other contemporary discourses within the 
health care field and within the politics of 
health, provides the basis for an understanding 
of hospital cost and management accounting for 
much of the twentieth century. 

The concerns of the following sections are to 
examine discourses on costs and practices of 
accounting in hospitals from 1925 until 1983 
and the emergence of the DRG prospective 
payment system which constitutes the first 
clear attempt to account for specific clinical 
categories of treatment. The intention is to 
reveal how discourses on costs and accounting, 
which emerged at the turn of the century, 
constitute a central element in subsequent 
discourses on, and practices of, the provision, 
administration, financing and regulation of 
health care in the U.S. during the twentieth 
century. It must be noted, however, that a 
detailed genealogy of the health care field 
between 1925 and 1983 is beyond the scope of 
this paper. Discourses on public health, social 
welfare, national health insurance, the regula- 
tion of the medical profession, the economics 
of hospital cost inflation and the continuing 
developments in medical knowledge and prac- 
tice all served to shape the health care field in 
America. In this respect, the following discus- 
sion, often using secondary sources, is limited 
and seeks to illustrate rather than exhaustively 
explore the conditions of possibility for the 
perpetuation and then transformation of a 
hospital accounting based upon principles of 
cost reimbursement. 

For the purposes of this analysis the twentieth 
century will be divided up into two broad 
periods. The period between 1925 and the mid- 
1960s is characterized by the emergence and 
rise of private insurance, in particular Blue 
Cross and the dominance of discourses on cost 
reimbursement. The period from 1965 onwards 
marks the presence of the federal government 
in the health care field on a much greater scale 
than before, and with this, we may observe a 
transformation in discourses on hospital costs 
from principles of reimbursement to areas of 
cost control. 


THE CENTRALITY OF DISCOURSES ON COST 
REIMBURSEMENT 


Although we may observe the emergence of 
discourses on cost control during the first 
quarter of the twentieth century, these dis- 
courses were relegated to a lesser importance 
by those of cost reimbursement and the 
medical justification of costs for the following 
forty years or so. Discourses on cost control, 
efficient utilization of resources and budgeting 
were not entirely silent between 1925 and 
1965 (see Parker, 1929; Buck & Jordan, 1930; 
McNamara, 1930; Follansbee, 1931; Dinsmore, 
1933; Fazio, 1936; Roberts, 1937; Wilson, 
1939); however, the hospital administration 
and accounting literature was dominated by 
discourses on the “proper” means of determining 
reimbursement of costs from third party payers, 
such as the insurance companies, and on 
determining the basis for calculating charges 
for private patients (see Rorem, 1931; Keller, 
1933; Ward, 1939; Altvater, 1940; Class, 1941; 
Cahal, 1941; Wachs, 1950; Hargreaves, 1950). 

The discourses on cost reimbursement from 
1925 to 1965 must be viewed within the 
context of four interrelated factors, each of 
which reflects public and institutional concerns 
over aspects of the provision and payment of 
health care in the nation. Firstly, in the late 
1920s there was a growing discourse on the 
provision of medical care for “families of 
moderate means”. In fact, the Baker Memorial 
Building, opened at the Massachusetts General 
Hospital in 1929, was designed with the 
objective of “providing hospital care with 
limited medical fees for patients of moderate 
means” (Emerson, 1941, p. 1). Up until this 
point “the great bulk of people of moderate 
means (determined to be 80% of the population 
[were] confronted with the necessity of amassing 
a debt or the alternative of casting aside all 
pride and accepting the provisions that are 
intended for the poor” (President of the 
American Hospital Association, 1927, as quoted 
from Law, 1974, p. 6). 

Secondly, the issue of how patients of moderate 
means should pay for their increasingly costly 
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treatment became a concern for doctors and 
hospitals amidst mounting debt collection 
problems (Lander, 1932). Early solutions to the 
problem centered upon educating people of 
moderate means to save for large medical 
expenses (Bacon, 1928). Another alternative 
was a return to the theme of compulsory 
hational insurance which, as was noted earlier, 
had been thwarted by opposition from doctors 
and the end of the Progressive era. The theme 
of health insurance faced a different set of 
circumstances during the Depression years. 
Patients were seeing doctors less often and 
were paying their doctors’ bill last; delinquency 
rates for private practices were 66.6% (Starr, 
1982) and hospitals were hard hit by falling 
receipts and occupancy rates: 


In one year, from 1929 to 1930, the average hospital 
receipts per patient fell from $236.12 to $59.26. 
Average per cent of occupancy fell from 71.28% to 
64.12%. Average deficits as a percentage of disburse- 
ments rose from 15.2% to 20.6% (Law, 1974, p. 6). 


Given these conditions, hospitals, with their 
high fixed costs in facilities and salaries, were 
concerned with developing a method of gener- 
ating a stable source of income in view of the 
demise of charitable contributions. While it 
would appear that the Depression created the 
right conditions for a compulsory national 
health insurance scheme, what emerged was a 
form of private rather than government insur- 
ance. Starr (1982) attributes this to the revised 
priorities of social reform during the Depression 
years. He notes: 


In the Progressive era, health insurance had been the 
top item after workmen’s compensation on the agenda 
of social insurance advocates. ... Old-age pensions 
typically came third, and unemployment insurance last. 
But in America, with millions out of work in the thirties, 
unemployment insurance became the leading priority. 
... From the outset the prevailing sentiment on the 
Committee on Economic Security was that health 
insurance would have to wait (pp. 266-267). 


In effect, health insurance as a concern within 
the politics of health was displaced by the 
economic consequences of the Depression. 


Starr (1982) further notes that medical opposi- 
tion to a government-sponsored compulsory 
regulated health insurance scheme even during 
the Depression years was still a factor. 


Edwin Witte, the staff director (of the Committee on 
Economic Security) recorded in a confidential memo 
his “original belief” that medical society opposition 
precluded any action on health insurance. This view was 
shared by Secretary Perkins. Harry Hopkins, the relief 
administrator, was “more interested in health insurance 
than in any other phase of social insurance, but also 
realized that this subject would have to be handled very 
gingerly” (Witte, 1962, as quoted from Starr, 1982, 
p. 267). 


Instead of compulsory government-regulated 
national insurance, the Blue Cross network 
of private insurance emerged as means of 
providing hospitals with a stable source of 
reimbursement by offering group and individual 
subscribers insurance against hospitals’ expenses. 
Significantly, doctors’ fees were not covered 
under the scheme. Some years later, Blue Shield 
was introduced to cover doctors’ fees. It is 
important to note that individual hospitals and 
the AHA were instrumental in the formation of 
the Blue Cross network (Law, 1974). For 
example, of the 39 Blue Cross plans established 
in the early 1930s, 22 obtained all of their initial 
funds from hospitals, and five were partially 
financed by hospitals (Reed, 1937, p. 189). The 
AHA owned the Blue Cross name and the Blue 
Cross insignia until 1972 and, more significantly, 
hospital representatives dominated the local 
and national Blue Cross boards (Law, 1974). 
Unlike the relatively independent relationship 
between hospitals, the private insurance com- 
panies operating workingmen’s compensation 
schemes and the Massachusetts Industrial 
Accident Board in the second decade of the 
century, the relationship between hospitals, the 
AHA and the Blue Cross Association was one of 
mutual interdependence. This close relationship 
was instrumental in shaping the discourse on 
the reimbursement of hospital costs and ac- 
counting. The development of the Blue Cross as 
a form of private insurance effectively countered 
attempts to form a national insurance scheme 
and in consequence removed much of the 
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discourse on the provision, cost and financing 
of health care from the public and a potentially 
government-regulated realm, into an essentially 
selfregulated private establishment. As such, 
the private insurance mechanism played a 
decisive role in U.S. politics of health in the 
twentieth century. 

While the government did not play an active 
role in the provision of health it was neverthe- 
less active in promoting medicine. At the end of 
World War II the federal government began to 
provide increasing amounts of funds for medical 
research through the National Institute of 
Health and for the expansion of hospital 
facilities in the Hill—Burton Act of 1946. The 
government was therefore actively involved in 
promoting the growth and development of 
medicine. Medicine had come to be viewed as a 
major scientific and social accomplishment in 
the U.S. These government initiatives mostly 
were conducted within the framework of the 
existing institutions and through the private 
insurance mechanism. For example, much re- 
search was conducted at the established teach- 
ing hospitals, and the Hill—Burton Act, wich 
provided funds to expand hospital facilities, 
required that the recipient hospitals would 
allocate a predetermined number of beds to 
indigent or poor patients. The hospitals in effect 
acted as contractors on behalf of the state in the 
provision of health care for the poor. Likewise, 
as we shall see, Blue Cross in most states acted 
as the fiscal intermediary for the administration 
of the Medicare system of health care for the 
elderly which was introduced in 1965. By 
contracting with the existing institutions, the 
government helped establish them as the 
dominant force in American health care. 

Of significance to this analysis is that dis- 
courses on cost reimbursement were central to 
the emergence of Blue Cross, which grew to 
dominate the hospital insurance industry over 
the next half century. Within the closely-knit 
and self-regulated formation of Blue Cross and 
the AHA, principles and mechanisms of cost 
reimbursement — and not cost control — 
became central to subsequent discourses and 
practices of hospital accounting. 


Cost reimbursement methods 

Up until the early 1950s two principle 
reimbursement methods were employed by 
Blue Cross, namely, the negotiated per diem 
rate and a rate based upon a notion of retail 
charges. Connell (1932) characterizes the two 
methods as “table d’hote or A La Carte”. Both 
methods were based on, and consolidated, the 
in-patient day as the basic measure of hospital 
activity. Under the negotiated per diem method, a 
flat rate was charged to Blue Cross regardless of 
the patient’s diagnosis, condition or form of 
treatment. The retail charge method charged a 
flat rate for the hotel costs of room board on a 
per diem basis and made additional charges for 
specific diagnostic and therapeutic treatments. 
This method produced an itemized bill and had 
much in common with practices of charging 
private patients. As noted by Eilers (1963), a 
major advantage of both methods was that 
sophisticated accounting systems were not 
required to calculate the rate or charges. As 
Eilers (1963) notes: “financial statistics were 
not needed to determine these reimbursable 
rates. The fact that many hospitals did not 
maintain detailed records undoubtedly encour- 
aged the use of per diem schedules” (p. 179). In 
this respect, the adoption of these methods was 
conditioned by the current state of hospital 
accounting. For example, in the case of Boston 
City Hospital, the accounting system only 
calculated an in-patient and out-patient day 
figure. The use of a “negotiated” per diem rate 
reflects that many American hospital account- 
ing systems were considerably less sophisti- 
cated than that of Boston City Hospital and 
were not able to calculate the actual cost of an 
in-patient day. 

The impact of these methods of reimburse- 
ment upon accounting practice was very slight. 
Although we may observe more categories of 
departmental costs (reflecting developments in 
medical technology and treatment) and a 
different format of presenting disbursements by 
department, the method of cost allocation and 
of calculating the in-patient and out-patient per 
diem rates in Boston City Hospital’s accounts 
remained essentially the same into the 1950s. 
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Moreover, as more and more revenue was 
generated within the Blue Cross system the 
need to justify the efficient utilization of public 
funds to cities and states diminished. In effect, 
the Blue Cross system reduced external visibility 
of hospital costs and operations more generally. 
The Commission on the Cost of Health Care in 
1947 commented upon the method of payment 
and the paucity of information available on 
hospital costs in the following statement: 


Payments were made essentially on an arbitrary basis, 
depending on the relative negotiating strengths and 
wishes of both hospitals and Blue Cross. Precise 
measurement of the fair cost of service was impossible 
because of the unwillingness or inability of hospitals to 
make available actual costs of service and because of the 
lack of uniformity in hospital accounting (Commission 
on the Cost of Health Care, 1947, as quoted in Law, 
1974, p. 97). 


Thus, between 1925 and 1947 and beyond, 
developments in cost and management ac- 
counting and the reporting of the financial 
performance of hospitals were minimal. The 
apparent lack of emphasis on the control of 
costs in hospitals was in part conditioned by the 
ability of Blue Cross, and thus hospitals, to 
offset increased hospital costs against increased 
subscription rates to Blue Cross subscribers. 
Although subscription rates were subject to 
state regulation, the mechanisms often proved 
ineffective (Law, 1974). Shaffer (1985) notes: 


The increasingly prominent role of third party payers 
(Blue Cross/Blue Shield and the major insurance 
companies) in health care led to disincentives for cost 
containment — patients, doctors, and hospitals were 
aware that a third party payer, and not the patient, 
would be paying most of the bill. This was the mood set 
in the days following World War II when no limit 


seemed necessary on skyrocketing medical costs (p. 
12). 


During this period the Hill-Burton programme, 
which had been enacted in 1946, provided funds 
and therefore the impetus for a massive post-war 
replenishment of hospital capital facilities. The 
growth in hospital construction and architectural 
modernization reflects both discourses on and 
the success and demand for modern scientific 
medicine as well as confidence in the market- 
ability of the hospital product and, therefore, 
the reimbursement of hospital costs. 


The emergence of reasonable costs 

In the 1950s a third method of reimburse- 
ment emerged within the Blue Cross system. 
This method was the first to be formally based 
upon the recording and reporting of costs 
rather than upon the basis of negotiations. A 
standardized and uniform method of reimburse- 
ment was proposed in a joint publication by the 
American Hospital Association and the Blue 
Cross Association, initially published in 1953 
and revised in 1962, entitled “Principles of 
Payment for Health Care”. The principles of 
payment rested upon a notion of reasonable 
costs, which were defined as: 


The amount and methods of payment to hospitals should 
be such as (1) to pay fairly and adequately for services 
purchased, (2) to maintain essential services, and (3) to 
encourage the development of higher standards of service 
to meet the needs of the community. ... Rates of payment 
should reflect current hospital costs (American Hospital 
Association, 1963, Section 1.100). 


The determination of current hospital costs 
was to be in accordance with cost accounting 
principles published by the American Hospital 
Association in 1957.’ The system of accounting 


1 The method of reimbursement was individually contracted between Blue Cross and Blue Shield. The cost based method 
simply calculated the average daily cost of hospital care by dividing the hospital’s total allowable expenses by the total 
number of patient days. An adjustment was then made for private, semi-private and ward service with semi-private costs at 
100%, private at 115% and ward at 90%. No effort was made to determine whether total hospital costs or any component 
thereof were reasonable according to some market or other standard. Rather Blue Cross focused solely on “allowable 
costs”. As Law (1974) notes, even the standards governing what was “allowable” were rather limited and arbitrary. Within 
the principles of payment suggested by the AHA, particular guidance was given for determining reasonable costs and how 
specific items such as education costs, bad debts and depreciation were to be treated (for details see American Hospital 
Association, 1963). This document in large part influenced the subsequent Medicare cost reimbursement principles. 
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proposed was directed towards “establishing 
the sum of direct and indirect costs of specific 
departments or activities” (p. 17). This entailed 
a detailed reporting of direct costs by depart- 
ment and a basis for distributing costs from 
general service centers to final cost centers. For 
example, physical plant costs were allocated on 
the basis of square footage, while laundry was 
assigned upon the basis of laboratories, etc. 
Once again, the end resuit of the cost account- 
ing system was a cost per in-patient day. This 
system resulted in a far more detailed depart- 
mentalization of hospital accounts and more 
elaborate step down and double apportionment 
methods of allocation. In this respect, the 
reasonable cost base had considerable implica- 
tions for hospital accounting. 

The cost accounting system, however, once 
again reflected discourses on cost reimburse- 
ment rather than cost control. As Law (1974) 
notes, 


Reasonable cost reimbursement had, and has, little to do 
with reasonableness. These figures were recognized to 
be essentially arbitrary. No effort was made to deter- 
mine whether total hospital costs or any component 
thereof was reasonable according to some market or 
other standard (p. 60). 


It is interesting to note that the title of the 
proposed accounting system was “Cost Finding 
for Hospitals”, and the authors suggest that one 
of the principal objectives and advantages of 
the system was as follows: 


Whenever it is desired to present costs of various 
activities to the public and other interested parties for 
public relations purposes the information can be 
accumulated for the specific services for which patients 
or their sponsors are billed. ... [and] In contracting with 
third parties and contractors of service, the procedure is 
helpful in providing cost information that may be used 
as the basis of negotiation. ... For greater flexibility, it is 
possible to prepare general cost finding studies under 
several alternative arrangements of cost centers. The 
information from these studies can be brought to 
meetings in which allowable costs are to be discussed 
(American Hospital Association, 1957, p. 19). 


In effect, the costing system was to be used to 
justify costs according to “sound” accounting 


principles rather than to control or reduce 
them. This was in part due to mounting public 
concern over the cost of hospital insurance and 
the emergence of federal and state agencies in 
the provision of health care for those sections 
of the population who were not privately 
insured. The American Hospital Association 
(1957) notes that some governmental, welfare 
and third party agencies required reports based 
upon some type of cost finding procedures for 
reimbursement and informational purposes, 
and used these requirements as one of their 
justifications for proposing the new cost ac- 
counting (finding) system. It is notable that 
during the 1950s state and federal government 
involvement in the provision of health care for 
particular sections of the population increased. 
Once again, however, government policies 
were conducted through contractors, namely 
the independently managed hospitals. 

The orientation of hospital accounting to- 
wards principles of cost reimbursement rather 
than control must be understood within the 
institutional arena and social context of hospitals 
over this period. Loft (1986) notes that the 
emergence and functioning of management 
accounting systems in the manufacturing indus- 
try was intimately involved in the production of 
knowledge which enabled a particular exercise 
of power. Relying upon Foucault’s notion of 
power/knowledge (Foucault, 1980) in which 
knowledge not only enables the exercise of 
power but is itself generated through the 
exercise of power, Loft (1986) notes: 


The emergence and functioning of management ac- 
counting systems are intimately bound up with the 
operation of [such] a power knowledge relationship. On 
the one hand, they produce a knowledge which can be 
used to discipline individuals. Activities incorporated 
into the account can more readily be made subject to 
the exercise of power. On the other hand, the system of 
accounting which produces the knowledge is itself a 
product of the operation of power. Probing, investiga- 
tion, questioning and requests for explanation are all 
implicated in the production of a system which creates a 
quite specific “truth”. The exercising of power produces 
a “reality” where the value of activities and events is ofa | 
carefully measured significance — a significance propor- 
tionate to their monetary value. Through cost and | 
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management accounting a “regime of truth” (Foucault, 
1980, p. 133) is formed about events (p. 140). 


A very different picture emerges within 
hospitals and hospital accounting. The regime 
of truth within hospitals lay within the medical 
sphere which, as we have noted, was not 
subject to the same kinds of economic “probing, 
investigation, questioning and requests for 
explanations” (Loft, 1986, p. 140) as were 
functions in manufacturing. In contrast to 
manufacturing management, medical records 
and administrative statistics — not accounting 
records — represented the paper replication of 
the hospital activity (Braverman, 1974; Loft, 
1986). The separation of medical records from 
accounting records created a situation in which 
medical practice was not rendered visible in 
economic terms (Burchell et al., 1980; Loft, 
1986). Medical records continued to provide a 
justification for the cost of medical treatment 
by revealing the efficacy of treatments and 
the increasing range of treatable diseases. In 
essence, medical records contributed to the 
creation of medical knowledge and practice 
which reflected and produced the power and 
autonomy of the medical profession rather than 
leading to the creation of regimes of economic 
visibility and managerial control. Economics 
was excluded from the medical professionals’ 
realm. The medical justification of cost, and 
hence increased insurance rates, remained as a 
powerful mechanism to reinforce the medical 
profession’s status and autonomy and to distance 
its activities from the accounting eye. Charges 
of inefficiency in the utilization of resources 
were subsumed within medical rhetoric (see 
Lacey, 1938; Holmes, 1945; Pendall, 1950). 
Feldstein (1971) summarizes the arguments: 


... [A] day of hospital care is a product that has been 
continually changing. The rising cost of hospital care is 
therefore not comparable to price increases for other 
goods and services that consumers buy. Moreover, the 
changing character of the product implies that cost 
increases should not be interpreted as evidence of 
inefficiency or a low rate of technical progress (p. 95). 


In effect, hospital accounts did not specifically 


incorporate within them the central activity of 
hospitals, that is, the diagnosis and treatment of 
patients. The orientation of accounts, intention- 
ally or otherwise, was apparently one of 
reducing economic visibility or at least sustain- 
ing the non-visibility of the cost of medical 
treatment. 

Moreover, the federal government’s role in 
fuelling the post World War II growth in 
medicine through research and construction 
funds, reinforced the medical justification of 
costs by elevating the status of medical growth 
as a major concern within the politics of health. 
Medicine was seen as one of the principal 
successes of modern science upon which the 
success of America itself was based. In addition, 
the principles of cost reimbursement reflected 
and facilitated the boom in medicine by passing 
increased costs to subscribers and relieving 
hospitals from the burden of cost control. 


THE EMERGENCE OF A NEW DISCURSIVE 
FORMATION 


As with the previous period, developments in 
health care and in health care accounting in the 
1960s, 1970s and 1980s must be placed within 
the social and historical context of the time. 
The 1960s saw a number of new health care 
programs and policies, the most notable of 
which was the Medicare and Medicaid package 
signed by President Johnson on 30 July, 1965. 
Starr (1982) notes that this package was the 
result of the “politics of accommodation” (p. 
374). The Medicare package for the elderly and 
Medicaid package for the poor consisted of 
three parts. Part A, covering Medicare, was the 
Democratic plan for a compulsory program 
of health insurance covering hospital expenses. 
Part B, also covering Medicare, was a revised 
Republican plan for a government subsidized 
voluntary insurance to cover doctors’ fees. The 
third part covered Medicaid, which provided 
some medical assistance to the poor. The 
introduction of Medicare and Medicaid were 
part of President Johnson’s Great Society pro- 
gram and were ostensibly concerned with 
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the redistribution of health care within society. 
The new programmes established the federal 
and state governments as more active partici- 
pants in the provision of health care in the US., 
in particular for those sections of the popula- 
tion without adequate means to acquire private 
medical insurance. The following analysis will 
concentrate on Medicare because Medicaid has 
a strikingly different history than Medicare and 
has had a less obvious impact on hospital costs 
and accounting practice. 

For Medicare to be implemented, the federal 
government had to gain the co-operation of 
what Starr (1982) refers to as the “institutional 
phalanx” of the AMA the AHA and the Blue 
Cross/Blue Shield insurance network. To ac- 
commodate these institutions the following 
administrative structure and reimbursement 
system were implemented. As with earlier 
welfare programs the existing independent 
hospitals were to act as government contrac- 
tors in the provision of health care to the 
elderly. What was unique to the Medicare 
system, however, was the decision to use “fiscal 
intermediaries” to administer and audit the 
Medicare program. This was thought neces- 
sary in order to provide a buffer between 


federal agencies and the medical providers, and 
to satisfy the private medical insurance network. 
The overwhelming majority of hospitals nomin- 
ated Blue Cross as their intermediary for part A 
of the program and Blue Shield was chosen 
to administer part B. These choices reinforced 
the close-knit relationship between the pro- 
viders of health care and the insurance com- 
panies and reflected the power of both the AHA 
and the insurers. Thus, witin the Medicare 
program, not only were private hospitals 
employed to provide health care to the elderly, 
but also private insurance companies were to 
administer the government’s policy. 

As a consequence of this arrangement, early 
forms of Medicare reimbursement as well as 
cost reporting requirements were strongly 
influenced by the AHA’s, and hence, Blue 
Cross’s principles of payment and methods of 
cost finding. After initial experimentation with 
two methods of reimbursement a complex 
formula of retail charges to costs was adopted 
in 1972? and a “Medicare Cost Report” (similar 
to the AHA cost allocation report) had to be 
filed with the fiscal intermediaries annually for 
audit and review. Once again an accounting 
technology was sought to mediate between the 


2 The reimbursement to hospitals for services provided to Medicare beneficiaries was based on reasonable costs. The 
notion of reasonable costs and those costs deemed “allowable” were largely derived from the AHA’s Principles of Payment 
Jor Hospital Care (1963). Within the Medicare regulations, specific consideration was given to “grey areas of debatable 
costs” (Berman & Weeks, 1983) namely, depreciation, interest expense, bad debts, educational costs, research costs, 
grants, gifts and income from endowments, value of voluntary services, and differentials on nursing wages (see Berman & 
Weeks, 1983, for details). Two methods of apportioning costs were used by Medicare in the past, the departmental and 
combination method. Initially, the provider had the option of choosing either the departmental method or the combination 
method; however, in 1972 any hospital with less than 100 beds had to use the combination method and all hospitals with 
over 100 beds had to use the departmental method. By January 1979 the combination method was dropped entirely and all 
hospitals were required to use the departmental method. 

The departmental method apportioned costs by a formula based on the ratio of benficiary charges to total patient charges 
which was applied to total costs on a departmental basis to find the portion of costs to charge to Medicare. This became 
known as the Departmental RCCAC method. The formula was thus: (total Medicare charges/total patient charges) X total 
costs. The combination method was comprised of two formulae: (1) the cost of routine services (e.g. room, board, routine 
nursing and floor stock drugs and supplies for which no extra charge is made) was computed by using the average cost per 
patient day for those services to all patients and (2) the cost of ancillary services was computed on a departmental basis on 
the ratio of Medicare charges to total charges to costs as used in the departmental method. 

.Costs data had to be based on an approved method of cost finding and on the accrual basis of accounting. Either a step- 
down method or double apportionment method was to be used. In contrast the charges, both to all patients and to the 
Medicare beneficiaries, were essentially arbitrary. Law (1974) notes that hospitals recalculated their charge structures to 
take advantage of the allocation formulae. One hospital administrator noted “RCC is based on certain hospital statistics but 
the key statistic is controllable by the hospital” (p. 78). See Law (1974) pp. 78-82 for examples of how hospitals could 
manipulate the RCCAC formulae. 
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providers of health care and third party payers. 
Given the role of the government as paymaster 
of Medicare, the accounting technology chosen 
was to have a major impact on the politics of 
health. What is important to note is that the 
technology itself was not designed and imposed 
by the federal government, but rather emerged 
from discourses between the federal govern- 
ment, hospitals and the insurers, and was 
heavily influenced by the latter two institutions. 
While the government was active in shaping a 
medical policy towards the elderly, its imple- 
mentation including the accounting technology 
was largely shaped by the same institutions 
which had dominated the politics of health in 
the U.S. from the turn of the century. Both the 
administrative structure and the accounting 
based method of calculating cost reimburse- 
ment created a number of anomalies within the 
health care field. 

One impact of this method of reimbursement 
was that within the Medicare program hospitals, 
particularly those with a sophisticated under- 
standing of the reimbursement formula, utilized 
accounting techniques to load costs onto the 
Medicare program and away from Blue Cross 
(Law, 1974). In 1970 the Senate Finance 
Committee staff noted: 


A serious conflict of interest situation is also created 
where Blue Cross plans acting as subcontractors under 
the program, have a (carve-out) reimbursement with 
hospitals. Under this arrangement the Blue Cross 
subcontractor first determines the amount the hospital 
should be paid by Medicare and then, based upon the 
remaining costs pays the hospital on behalf of its regular 
Blue Cross subscribers (Report of the Staff to the Senate 
Finance Committee, 1970, p. 116). 


The audit mechanism, installed by the govern- 
ment, failed to prevent these practices. As the 
Social Security Administration Audit Agency 
noted: 


. serious inadequacies in [intermediaries’] overall 
review and management of provider cost reports and 
audits. To all intents and purposes the intermediaries 
had abdicated this responsibility and had in effect 
transferred them to the accounting firms engaged 
to audit providers (HEW and SSA Audit Agency, 1970, 
p. 11). 


Law (1974) notes that the picture to emerge 
was one of total unaccountability: 


Hospitals are paid in advance for whatever they claimed. 
Books are audited, often years later, by commercial 
auditors with no particular expertise in health services 
and no capacity to judge whether or not a cost is 
reasonable: they note only whether it was properly 
catalogued in the books and represents a payment 
actually made (Law, 1974, p. 96). 


Very soon after its introduction, the cost of the 
Medicare program exceeded the actuarial pre- 
dictions, yet the number of persons using the 
system did not (Law, 1974). Somers (1967) 
noted that: “Many congressmen may not have 
realized how elastic the concept of ‘reasonable 
costs’ could be, that it was as much an issue to 
be resolved by bargaining as by data, compli- 
cated by the generally backward state of cost 
accounting in most hospitals” (p. 124). 

The rising costs also in part may be attributed 
to the accounting system employed to deter- 
mine reimbursable costs. The cost-based system 
provided incentives for hospitals and doctors to 
increase their costs. As Starr (1982) notes: 

Under such a system, any institution that reduced its 

costs would reduce its income, possibly for years to 

come, since the record of past costs affect future 
reimbursement levels. On the other hand, the greater its 
costs, the higher its reimbursements. Thus hospitals 
were encouraged to solve financing problems, not by 
minimizing costs but by maximizing reimbursements. 
What was individually a solution for hospitals was, in 
aggregate, a problem for society (p. 385). 


This quote reiterates the orientation of hospital 
accounting practice in American hospitals to- 
wards principles of cost reimbursement rather 
than cost control. A similar picture emerged for 
doctors who were reimbursed on the basis of 
prevailing fees in the area, or if there were no 
precedent, then “reasonable fees” were to be 
charged. This led doctors to increase their fees 
and to move to areas where medical fees were 
higher, normally the wealthy suburban areas 
rather than the inner cities. It must be recog- 
nized, however, that such incentives were not 
merely a product of the pricing or reimburse- 
ment mechanism; rather, they reflected and 


THE BIRTH OF CLINICAL ACCOUNTING 89 


were constituted within the political structure 
of health care in the U.S. during this period. It is 
therefore misleading to infer a direct causal 
relationship between the accounting technol- 
ogy and the outcome without consideration of 
the social and political context within which 
the technology is operationalized. 

With Medicare the government’s share of 
national health expenditure jumped from 26 to 
37% between 1965 and 1970. Translated into 
dollar amounts this represented a rise from 
$10.8 billion in 1965 to $27.8 billion by 1970 
(Fuchs, 1974, p. 92). The increase in costs, the 
evidence of cost loading onto Medicare, and 
suspicions about the close relationship between 
Blue Cross and the hospitals led to concerns 
over the propriety and efficiency with which 
Medicare funds were being employed. These 
concerns emerged as early as 1966 only one 
year after the introduction of Medicare. For 
example, the Department of Health Education 
and Welfare (HEW) in its 1966 report to the 
President on Medical Care Prices stated: 


The present Medicare reimbursement scheme, based on 
“reasonable cost” does not provide hospitals and other 
health facilities with adequate incentives to be efficient. 
The Medicare reimbursement formulas, as well as the 
reimbursement formulas of some private insurance 
plans tend to maintain institutions that are inefficient in 
size, plant layout and equipment (HEW, 1966, as quoted 
in Law, 1974, p. 211). 


Within this quote, we may observe a concern 
over the economic incentives incorporated 
within the Medicare reimbursement formula 
and a related concern over the efficient opera- 
tion of hospital facilities. Implicit within the 
statement is a belief in the role of accounting 
technology in directing, rather than merely 
reporting on, the internal operations of organ- 
izations. Very early in the life of the Medicare 
program, the role of the federal government 
was gradually transformed from one of pay- 
master to one of active participant, first in 
questioning the legitimacy of the discourses on, 
and practices of, cost reimbursement and 
accounting which had emerged within the 
close institutional structure of the AMA, AHA 


and Blue Cross/Blue Shield, and then later in 
attempts to promote greater efficiency in 
hospitals by experimenting with alternative 
accounting technologies. 

As noted earlier, a discursive formation does 
not constitute a single coherent lore of belief or 
practice, but rather, is formed by many people 
talking and acting at once, often in conflicting 
ways and who belong to different communities 
(Rajchman, 1985). Medicare effectively intro- 
duced a new community into discourses on the 
provision and cost of health care and this had a 
dramatic impact upon the nature of the dis- 
course and practice of cost accounting in 
hospitals. By entering into these discourses, and 
demanding greater accountability and economic 
visibility of the internal cost of hospital opera- 
tions, the federal government became active in 
shaping and controlling the provision and cost 
of health care. 


Discourses and practices of cost control 
Discourse on the increasing costs of medicine 
took place during a time of changing public 
attitudes towards the health care industry, 
which reinforced the government’s position 
and compromised the power of the AMA, AHA 
and the private insurers. Starr (1982) notes that 
in the 1970s “the economic and moral problems 
of medicine displaced scientific progress at the 
center of public attention” (p. 379). The 
prevailing assumptions about the need to 
increase and redistribute medical services were 
displaced by a greater concern for containing 
costs and in turn “the cost question turned the 
spotlight on the other deficiencies of the 
system” (Hodgson, 1973, p. 55). The services, 
provided by the largely unregulated medical 
industry, were criticized for being priced out of 
the reach of most Americans and for being of a 
lower standard than those of the major European 
nations (Business Week, 17 January 1970; 
Fortune, January 1970). Reform groups pres- 
sed not only for the right to medical care but 
also the patients’ rights im medical care by 
raising questions about the prerogatives of the 
doctors’ roles (Rothman, 1971). From the 
emerging distrust of the medical profession a 
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variety of legal safeguards aimed at protecting 
patients’ rights and “limiting professional auton- 
omy” were implemented (Starr, 1982, p. 391). 
In addition, criticism of the efficacy of technol- 
ogical medicine challenged the need for what 
was seen as excessive amounts of surgery 
which further questioned the autonomy of the 
medical profession (Wildavsky, 1977; Hlich, 
1976). The emergence of such discourses, from 
a wide and diverse set of constituencies, 
elevated health care into a major political 
concern during the Nixon administration 
(1968-1974). Veneman, an undersecretary of 
the Department of Health and Welfare (HEW) 
commented in a 1971 news conference that “in 
the past, decisions on health care were largely 
professional ones. Now the decisions will be 
largely political” (as quoted in Starr, 1982, 
p. 393). In short, rising costs and the more 
general criticism of medicine in the US. 
provided the conditions of possibility for the 
federal government to intervene in the health 
care field in unprecedented ways. Moreover, 
its principal tools in this endeavor were 
accounting-based. 

We may observe within this discursive forma- 
tion a number of legislative and government 
initiatives, concentrating on principles of cost 
control in the American health care field. The 
discourses on cost control at first meshed 
with discourses on the redistribution of health 
care and patients’ rights. As Starr (1982) notes, 
“from different directions, the efficiency-oriented 
and rights-oriented critics had arrived at many 
of the same reform proposals”. These included 
a comprehensive program of free medical care 
under a federally operated national health in- 
surance program introduced by Democratic 
Senator Edward Kennedy. Even the Nixon 
administration accepted that a national health 
insurance system would have to be enacted, but 
favored the development of Health Maintenance 
Organizations (HMOs) which were paid a fixed 
actuarially determined amount for providing 
complete patient care to an individual (Law, 
1974). Such institutions were intended to move 
medical care away from hospital-dominated 
services and fee-for-service treatment to a 
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prospective payment, preventive care and health 
maintenance strategy. 

State government became involved in the 
formation of mandatory state reimbursement 
regulations for hospitals, such as those formed 
by the Massachusetts Rate Setting Commission, 
as another attempt to control hospital costs. 
The rate setting schemes, however, expres- 
sly excluded Medicare reimbursement rates 
QJoskow, 1981). Peer reviews in the form of 
Professional Standard Review Organizations 
which denied payment for inappropriate care 
and increased regulation of medical schools 
and education, including provisions for the 
training of sub-professional medical practi- 
tioners, intended to reduce the cost of doctors’ 
fees, also were proposed and enacted during 
this time (Starr, 1982). In addition, the Nixon 
Administration introduced the “Economic 
Stabilization Program” which represented 
the first national effort to control health care 
inflation and placed limits on wages and prices 
(Carg & Barzansky, 1986). The Nixon admin- 
istration also had proposals for its own version 
of national health insurance. The emphasis on 
health care led to the prediction that it would 
be the main issue in the next election (Starr, 
1982). However, events precipitated by Water- 
gate would change the American political 
scene and undermine many ongoing initiatives, 
including those involved with health. 

With the election of a democratic president 
and congress in 1976, the containment of 
health care costs and, to a lesser extent, the 
redistribution of health care remained central 
political issues. In 1977 the Carter Administration 
attempted to introduce legislation which would 
contain costs using budget constraints for 
individual hospitals. The bill was controversial 
and although it passed through the Senate in 
1978, it was defeated in the House in 1979. The 
medical institutions themselves became involved 
in cost-cutting exercises. For example, the AHA 
introduced a voluntary effort to reduce or 
contain hospital costs and its literature began to 
reflect the emergence of cost control as a major 
discourse in hospitals. For example, a publication 
entitled Managing Hospital Costs Effectively 
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was published in 1980. In addition, Blue Cross 
plans in several states began to utilize detailed 
cost and reimbursement review programs and 
introduced methods of prospective payment in 
the late 1970s (Joskow, 1981). 

Many of the attempts to control hospital 
costs were based on a form of prospective 
payment. HMOs, the setting of rates by state 
agencies and the proposed budget-based method 
of the Carter Administration and the Blue Cross 
experiments all entailed the calculation of 
prospective payment based upon estimates of 
future costs and hospital utilization patterns. 
Prospective payment directly challenged the 
principle of retrospective reimbursement which 
was thought to have precipitated health care 
inflation because of the absence of incentives to 
control costs. It was argued that retrospective 
reimbursement was designed for or was used to 
cover all possible costs rather than to control or 
contain them, and prospective rate setting was 
suggested as an alternative. The alternative, 
however, emerged from a critique of the earlier 
retrospective reimbursement. In this respect 
the past may be seen to condition the focus of 
discourses in the 1960s and 1970s. The concern 
was to remedy deficiencies in the existing 
accounting techniques. The belief in an ac- 
counting “fix” for the problem of rising health 
care costs remained the central political tool, 
given that a national health service or alterna- 
tive radical reform was not to occur. Thus, in 
the 1970s we may observe the emergence of 
one element in the new Medicare system, 
namely that of prospective payment. The other 
element in the system was to come from 
another discourse. 

As health care costs became a political issue, 
so too they became an important discourse 
within the field of economics. As a result of 
attempts to analyze the complexities of medical 
inflation, the nature of the hospital product or 
the output of hospitals emerged as a central 
concern. Greenfield (1973) characterizes the 
nature of these discourses as centering on the 
conceptual and empirical problems inherent in 
attempts to measure output, efficiency and 
costs by economists and hospital accountants. 


He referred to the problem as the “elusive 
output”. Greenfield (1973) provides an example 
of the inadequacies of the in-patient day 
measure: 


If two patients occupy two beds and remain in the 
hospital for 100 days, the output of the hospital would 
be said to be 200 bed or patient days. The same output 
would result if 100 patients occupied beds for two days 
apiece. Clearly any measure that disregarded the way in 
which the total 200 patient day output was generated 
would conceal more than it would reveal (p. 20). 


Such concerns had their political counterpart as 
early as 1968. For example, the Advisory 
Committee on Intergovernmental Relations 
noted: 


Cost-based reimbursement to hospitals is an open 
invitation to increase expenditures. The development of 
satisfactory alternative methods of reimbursement is 
enormously complicated by the fact that the end 
products of improved health and quality care have thus 
far defied logical measurement. However, there is no 
dissent from the view that measures of quality must be 
found that will permit the development of cost-saving 
incentives and stop paying for whatever inefficiencies 
may exist (Report of the Advisory Commission on 
Intergovernmental Relations, 1968, p. 74). 


As an alternative to the in-patient day, the 
notion of a “treated case” as a measure of 
hospital output was constituted within, and 
became the central object of, discourses on the 
measurement of hospital activity in the 1960s 
and 1970s. Feldstein (1967), in a study con- 
ducted in the British National Health Service, 
noted that case mix and patient related variables 
accounted for considerable inter-hospital varia- 
tion between cost per case and cost per day and 
suggested that a form of “diagnostic categories” 
could form a manageable basis for classifying 
treatment cases. This measure would reflect 
differences in hospital activity and in the 
utilization of resources. During the 1970s 
Fetter and Thompson at Yale University did just 
this by devising a methodology, based on length 
of patient stay, for generating relatively ho- 
mogeneous categories of diagnosis related 
groups (DRGs) based upon the broad groupings 
of the International Classification of Diseases — 
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Eighth Revision — Clinical Modification (ICD— 
8~CM) (Fetter & Thompson, 1980). The crea- 
tion of DRGs constituted a redefinition of the 
hospital product and thus provided a new base 
upon which to assign costs. DRGs constituted a 
workable, if not unproblematic, alternative to 
the in-patient day which had been the basic 
measure of hospital activity since the mid 19th 
century, despite radical changes in medical 
practice. DRGs also represented the second 
element in the DRG prospective payment 
formula. DRG prospective payment was intro- 
duced in a number of states in the 1970s, the 
most notable of which was New Jersey. How- 
ever, its adoption by the federal government for 
Medicare cost reimbursement did not occur 
until 1983. Once again we may observe how 
the past conditioned the focus of discourse 
within economics. DRGs may be seen to 
emerge as a devise to remedy the deficiencies 
of the in-patient day as a measure of hospital 
output. Yet, as we are to see, DRGs carry with 
them their own limitations; the hospital product 
remains elusive. It is within the DRG prospec- 
tive payment system that we may observe the 
merging of discourses on prospective payment 
as a proposed means of controlling hospital 
costs, and on the alternative definitions of the 
output of hospitals, in particular DRGs. 

The 1970s constituted a decade of turbulence 
in American society. During this decade chang- 
ing political and public attitudes towards the 
role of government and the existence and 
operation of welfare programs rose to chal- 
lenge costly government initiatives such as 
Medicare. Starr (1982) sums up these changing 
attitudes as follows: 


Like American politics more generally, the politics of 
health care passed through three phases in the 1970s: 
1. A period of agitation and reform in the first half of the 
decade, when broader entitlements to social welfare 
and stricter regulation of industry gained ground in 
public opinion and law. 

2. A prolonged stalemate, beginning around 1975, when 
the preoccupation increasingly became coping with 
inflation, doubts arose about the value of medical care, 
and initiatives such as national insurance were set aside. 
3. A growing reaction against liberalism and govern- 
ment, cuiminating in the election of President Reagan in 


‘ o 


1980 and the reversal of many earlier redistributive and 
regulatory programs (Starr, 1982, p. 380). 


Thus, by the late seventies, public disillusion- 
ment of regulation and government initiatives, 
combined with rapidly increasing inflation and 
the effects of the recession in 1974 and 1975, 
“brought about a backlash against the welfare 
state ... marking the end of the post-war growth 
of social entitlements” (Starr, 1982, p. 405). 

With these events and the changing public 
attitudes we may observe that discourses on 
cost control finally eclipsed discourses on the 
redistribution of health care. As Starr (1982) 
notes: 


In the early 1970s, rising costs made public efforts to 
improve access to medical care seem all the more 
urgent: now they made such efforts seem all the more 
risky. Efficiency and redistribution has been coequal 
concerns in health care politics. Increasingly, the 
political preoccupation became cost containment alone” 
(p. 406). 


The most apparent manifestation of this pre- 
occupation with cost control may be observed 
in the Tax Equity and Fiscal Responsibility Act 
of 1982. This act was partly an attempt by 
the Reagan Administration to cut non-defense 
government spending to compensate for the 
increased deficit prompted by the administra- 
tion’s earlier tax reductions in the Economic 
Recovery Tax Act of 1981, and the increases in 
defense spending (Iglehart, 1986). With medical 
inflation running at 15.5% in 1982 and projec- 
tions that Medicare costs would double to $100 
billion by 1987, the Medicare program was 
an obvious target for “fiscal responsibility”. 
Within the new act a provision was made for an 
interim plan to control hospital costs, which 
bore certain similarities to the earlier Carter 
hospital budgeting initiative (Iglehart, 1986) 
but this time had bipartisan support, and a 
directive to the Department of Health and 
Human Services (HHS) to propose long-range 
Medicare reimbursement reforms with built-in 
incentives for hospital management efficiency. 
The resulting proposal, based largely on the 
experiments with DRG prospective payment in 
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New Jersey, was adopted by Congress (P.L. 98— 
21, 1983) and signed into law on 20 April 1983 
by President Reagan.* With this law, DRG 
prospective payment was operationalized by 
the federal government as an accounting tech- 
nology which was thought to contain within it 
specific incentives to motivate hospitals to 
control costs of treatment to Medicare benefic- 
iaries. As such, DRG prospective payment 
represents the most current attempt by the 
federal government to intervene in the institu- 
tional domain of the health care field through 
the use of accounting technologies. The DRG 
prospective payment mechanism is explicitly 
intended to provide incentives which would 
coerce or persuade hospitals to contain costs. 
In this way the government once again exempted 
itself from active involvement in the provision 
of health care and instead sought to regulate the 
behavior of private contractors through the 
use of an accounting technology. The package 
of incentives and the “hands-off’ policy are 
explicitly stated in the regulations published for 
the new system on 30 September 1983 in the 
Federal Register: 


We believe that any actions the federal government 
takes with respect to bringing about efficient economic 
behavior in hospitals should create incentives for such 
behavior, but should interfere as little as possible in the 
actual methods used to achieve economic efficiency. 
We believe that the total cost limits set forth in this 
notice meet these requirements. While we are setting an 


upper limit on Medicare payment not total inpatient 
operating costs, we are not prescribing the methods 
hospitals must employ to achieve the necessary 
economies. ... This reliance on individual hospital 
initiative should encourage competition among hospitals 
and a reduction in the rate of increase in hospital costs, 
while ensuring that Medicare beneficiaries continue to 
have access to needed hospital services (as quoted from 

Iglehart, 1986, p. 1290). 

Although the outcomes of the DRG prospec- 
tive payment system are still uncertain, it is 
nevertheless commanding a great deal of atten- 
tion in the health care finance and administra- 
tion literature, and increasingly in the medical 
journals. The changes from retrospective to 
prospective payment and from a per diem to a 
per diagnosis base are typically attributed with 
causing a number of changes in hospital 
accounting practice, the practice of medicine, 
the operations of hospitals and the experience 
of the patient. 

On the surface, the DRG prospective . pay- 
ment system is having the intended effect. 
Prospective payment is said to require a new 
level of budgeting, cost analysis and cost 
control. Kerschner & Rooney (1987) note that 
with the introduction of prospective payment 
“more sophisticated approaches to hospital 
budgeting have evolved in the health care 
industry” (p. 56), using DRG categories to plan 
case mixes and demographic data to develop 
resource utilization profiles for hospitals. Prior 
to 1983, budgets were mostly at the functional 


3 DRG prospective payment is prospective in the sense that the rates are set before services are delivered. Hospitals are still 
reimbursed by the payment of a single lump sum based on the numbers of treatments performed to Medicare beneficiaries 
within each DRG. The system recognized that the costs for caring for patients differ from one hospital to the next. To 
accommodate these differences, rate setting takes into account, along with the patient’s diagnosis, certain characteristics of 
the hospital that are associated with differing costs, mainly whether it is in an urban or rural area, hospital wage rates in 
the area, whether it is a teaching hospital and the portion of low income people it serves (Russell, 1989). If the hospital can 
take care of the patient for less than the fixed rate, it keeps the profit. If not it absorbs the loss. 

It is important to note that DRGs were fabricated using statistical techniques by the Yale researchers based upon patients’ 
length of stay and not upon actual cost. They justified using length of stay because the relevant cost information (a more 
accurate indicator of output) did not yet exist. In consequence, the categories may be flawed; other data may have 
produced other DRG classifications. DRG prices were laboriously constructed using data from the Medicare Cost Report 
and the Medical Discharge File to calculate a national average cost per discharge. The MEDPAR File which was a 20% 
sample of Medicare Patient Bills was then used to create the DRG price index. This index was used to adjust the average 
cost per discharge according to DRG categories. These prices or rates were based on 1981 data and have been subject to a 
number of updates approved by Congress (for details see Russell, 1989). 
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departmental level and were often treated in a 
highly perfunctory manner (Smith & Fottler, 
1985). DRG prospective payment has also 
“produced a shift in managerial attention from 
revenue enhancement to cost control as a 
primary tool for securing the financial viability 
of health care institutions” (Krueger & Davidson, 
1987, p. 1). In effect, as hospitals are unable to 
look outwards to Medicare, to reimburse all 
“reasonable costs” they begin to look inward to 
controlling or containing costs within the 
predetermined and government regulated pay- 
ments. Techniques such as productivity man- 
agement, product-line marketing, and the ap- 
plication of manufacturing accounting systems, 
e.g. job order costing, standard costing and 
variance analysis, are promoted within the 
health care finance and administration litera- 
ture (D’Erasmo, 1989; Hemeon III, 1989) and 
are finding their way into the increasing 
repertoire of management techiques employed 
in American hospitals (Krueger & Davidson, 
1987; King, 1988). 

However, as with the previous reimburse- 
ment systems, the DRG prospective payment 
system carries with it at least the potential for 
unintended consequences. The fixed price 
system is said to necessitate a new order of 
commercial decision making in the hospital 
setting. Fixed priced DRGs are said to require 
“a rigorous financial examination of each DRG 
to ascertain where costs exceed revenues”, the 
selection of, and concentration on, the most 
lucrative “product lines” (DRGs) and the close 
monitoring of costs and revenues associated 
with the particular DRGs (Smith & Fottler, 
1985, p. 156). The selection of profitable 
DRGs has allegedly caused a phenomenon 
called “DRG dumping” in which “unprofitable 
categories” and “unprofitable patients”, typically 
those sicker than average, are dumped in state 
and city-run hospitals which are required to 
treat all patients. Hospital managers, concerned 
to contain the cost of treatment within the 
preset price, are said to be placing increasing 
pressure on doctors to treat all patients for less 
than the DRG allotment, for example, by 
ordering fewer tests and treatments (Relman, 


1985) or by encouraging them to discharge 
patients earlier. Such pressure has led to 
charges that patients are being discharged 
“quicker and sicker” from hospitals (U.S. House 
of Representatives, 1985; Rahman, 1986; Horn 
& Backofen, 1987). The ethical implications of 
such practices are of such a magnitude that the 
Journal of Medicine and Philosophy devoted 
an entire issue to the subject in May 1987. The 
pressure on medical practitioners to control 
resources has its most concrete manifestation 
in the changing profile of hospital admissions 
and discharges. Since the introduction of DRGs, 
the average length of stay in hospitals has 
declined. In 1984 the average length of stay was 
9.1 days, which dropped to 8.7 days in 1985. 
Admissions also have declined overall, as have 
hospital occupancy rates (Gallivan, 1988). 

DRG prospective payments also are accused 
of constituting, intentionally or otherwise, a 
redistribution and rationing of health care 
within American society (Fleck, 1987). Under 
the old Medicare system, which permitted cost 
shifting, voluntary and city or state hospitals 
were able to shift some of the costs of treating 
the indigent and poor onto Medicare. Although 
unintended, this acted as a hidden tax upon 
society for the care of those unable to afford 
insurance (Dougherty, 1989). Under the DRG 
system, such cost shifting is not possible. 
Private hospitals appear to be increasingly 
unwilling to treat such patients, placing greater 
financial burden upon the public institutions 
which must treat all who come. In effect the 
redistribution of health care is now away from 
those sections of society least able to afford 
medical care in the private insurance system. 
There are some 37 million people without 
insurance in the U.S. (Dougherty, 1989). This 
itself reflects a politics of health, and welfare 
more generally, in which social entitlements 
are rolled back and replaced with a severe form 
of individual responsibility. 

In order to avoid the much more stringent 
regulations of the new Medicare system, it is 
suggested that hospitals may be deliberately 
“unbundling” health care and shifting many 
services to non-DRG prospective payment 
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arenas (Begley, 1987). These arenas include the 
use of out-patient rather than in-patient sources 
of treatment, skilled nursing facilities, home 
care agencies and patients’ families, which in 
turn has implications for the type of care 
provided to Medicare Beneficiaries (Horn & 
Backofen, 1987; Dougherty, 1989). It is there- 
fore argued that whatever cost savings might 
accrue in hospitals, as a result of the DRG 
system, may be offset by increased costs in non- 
DRG regulated institutions. Furthermore, the 
fixed price system, which ignores the severity 
of iliness within each DRG category, is said to 
provide an incentive for doctors to alter their 
diagnosing and treatment patterns so as to 
place patients in more highly reimbursed 
diagnostic categories; this is referred to as DRG 
creep (Spiegel & Kavaler, 1985; Begley, 1987; 
Dougherty, 1989). Finally, it is noted that DRGs 
may impact upon the patient’s experience in 
hospitals, because they “clearly provide incen- 
tives to depersonalize the hospital experience 
— to treat the disease and not the person. They 
heighten the economic dimension of important 
treatment and leave less room for the human 
dimension of care” (Dougherty, 1989, p. 7). 

The techniques employed by hospitals to 
operate within the DRG system are referred to 
as DRG gaming, a term which Fleck (1987) 
suggests “may be the most accurate descriptor 
of hospitals towards DRGs, That is they are 
involved in a game, the object of which is to 
protect to the greatest extent possible one’s 
financial interests against the great government 
monopsonist. Strategic skill is what is being 
tested” (p. 172). In this respect, as hospitals 
become skilled in the DRG game, the incentives 
thought to be inherent in the accounting 
technology might cease to operate in the way 
intended and, as with the previous technologies’ 
consequences, may become decoupled from 
intentions. 

Undoubtedly, the transition from a retrospec- 
tive cost per day to a prospective DRG based 
method of reimbursement is a primary factor in 
the anticipated and experienced effects out- 
lined above. The emergence of DRG prospec- 
tive payment and the accounting systems it has 


spawned within the hospital setting constitutes 
a transformation in both accounting thought 
and practice. Accounting principles of cost 
reimbursement under the economic incentives 
of DRG prospective payment are gradually 
being replaced by principles of cost control. 
DRGs themselves constitute a fundamental 
reconstruction of the hospital product. Using a 
metaphor more common to manufacturing 
industries, the product is now defined in terms 
of measurable inputs and outputs. It must 
however be noted that such measures as yet fail 
to address intangible issues such as health. The 
reconceptualization of the hospital product is 
in turn creating a new conceptualization of the 
hospital itself. Under the DRG prospective 
payment system the hospital has come to be 
regarded as a multi-product firm with a product 
line as extensive as the number of diagnosis 
related groups (Fetter & Freeman, 1986). This 
commercial conceptualization of the hospital 
requires a different economic orientation for its 
financial viability. A new order of skills, mostly 
economic in nature, are beginning to emerge 
under the conditions promoted by DRG pro- 
spective payment. The increased economic 
rationality under the new system reflects, and is 
constitutive of, a politics of health in which 
principles of efficiency and mechanisms of cost 
control have become more central in determin- 
ing the allocation of health care resources. 
However, the consequences of DRGs cannot 
be entirely reduced to such economic causality. 
DRG prospective payment also represents a 
significant incursion of the economic into the 
medical domain. Until this point the economic 
and the medical have been kept separate, 
in large part through the efforts of the doctors. 
Under the conditions created by the new 
system, the doctor is faced with an ethical 
dilemma of having to juggle the economic 
interests of the hospital against the medical 
interests of the patient. The medical profession 
had been at pains to restrict the economic from 
the medical throughout the twentieth century 
through claims that it was their obligation to 
treat the patient no matter what the cost. Under 
the new economic and accounting regime this 
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basic tenet of medicine is being constantly 
challenged, and as a result the relationship 
between the hospital and the doctor is itself 
undergoing a profound change (Glandon & 
Morrisey, 1986). 

The emphasis of cost control under the 
prospective payment system is seemingly im- 
posing a new economic order upon the medical. 
The in-patient day was essentially a medically 
neutral measure of hospital activity. It implicitly 
assumed that treatment was homogeneous 
across patients and thus diagnostic categories. 
The measure operated at a level of aggregation 
from which the accounting eye was unable to 
focus upon doctors’ activities. However, the 
focus of DRGs is at a sufficient level of 
disaggregation to create a new visibility of 
doctors’ activities. Under the DRG system, 
doctors themselves are being held accountable 
for the utilization of resources and, thus, their 
performance may begin to be evaluated in 
economic terms. This in turn may impinge 
upon the clinical autonomy of the doctor and 
may shape doctors’ diagnoses, their use of 
diagnostic tools and their choice of treatment. 
Such effects may ultimately result in a more 
constrained and standardized form of medical 
practice. 

As noted earlier, accounting within hospitals 
has “become what it was not” (Hopwood, 
1987). It has been transformed from a medic- 
ally neutral system oriented towards recording 
costs by department, into a form of accounting 
based upon categories of clinical diagnosis 
and mechanisms to regulate the utilization of 
resources by hospitals and, by implication, 
clinical professionals. The types of economic 
probing, evaluation and analysis which medical 
practice had distanced itself from are now 
being directed towards the medical practitioner. 
We may therefore observe the birth of a form of 
clinical accounting which more fully reflects and 
may increasingly regulate the medical domain. 


CONCLUSION 


To begin at the end, so to speak. We may 
observe that the emergence of DRG prospec- 


tive payment in American hospitals operating 
within the Medicare system was not merely the 
invention of a new accounting technology, but 
rather was the outcome of a complex of 
medical, social, economic and political dis- 
courses upon the nature, provision and cost of 
medical care. Firstly, the discourses must be 
situated within their social context. They are 
constituted within, and are constitutive of, a 
politics of health which was shaped by govern- 
ment regulation, the practices of such institu- 
tional bodies as the AMA, the AHA and 
the private medical insurance companies and 
changing public attitudes towards the rights to 
and in medical care. Secondly, the discourses 
which have shaped accounting practice in 
hospitals must be situated historically. DRG 
prospective payment is seen to emerge during a 
period in which the underlying structure and 
ideology of health care in the U.S., the founda- 
tions of which were seen to be laid at the turn 
and during the first quarter of the twentieth 
century, were increasingly questioned. 

By placing the emergence of accounting 
practices in their historical and social context, 
claims that developments in accounting are a 
result of increasing technical elaboration or a 
response to society’s needs, are challenged. 
The emergence of an accounting based upon 
the principles of cost reimbursement, which 
dominated accounting thought and practice in 
the health care field for much of the twentieth 
century, cannot be explained merely as being 
contingent upon changes in environmental 
conditions or in the internal structure, technol- 
ogy and tasks of the hospital. Rather, this 
accounting must be observed to have emerged 
from within a confluence of discourses on 
medical knowledge and practice, the admin-. 
istrative control and financing of hospitals, and 
from within wider political and social discourses 
on the provision of health care in the US. at the 
turn of the century. Within these discourses, a 
politics of health and institutional structure, 
dominated by independently managed hospitals, 
private medical doctors and private insurance 
companies, emerged to shape accounting prac- 
tice and methods of cost reimbursement until 
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the early 1980s, namely those of the retrospec- 
tive reimbursement of a per diem cost. Like- 
wise, the transformations in accounting thought 
and practice which emerged during the late 
1960s cannot merely be attributed to principals 
(e.g. the federal government) seeking to influ- 
ence the behavior of agents (e.g. the hospitals), 
or vice versa. Once again, the transformations 
must be interpreted within the context of the 
federal government’s new role in the provision 
of health care, first in terms of the redistribution 
of medical services, and then in its attempts to 
stem the rising costs and correct the deficiencies 
of the non-regulated and largely private health 
care system. Changing public attitudes towards 
health care, challenges to the sovereignty of the 
medical profession, rejection of government 
regulation and the changing role of government 
in society all provided the conditions of 
possibility for the reorientation of hospital 


accounting away from retrospective reimburse- 
ment of costs to prospective payment of a 
predetermined fixed amount and, with that, the 
redefinition of the hospital product from a per 
diem to a per diagnosis base. 

The exploration of the conditions of pos- 
sibility for the emergence of accounting practices 
challenges our currently received notions and 
informs our understanding of their consequen- 
ces, both intended and unintended. Typically, 
the impact of methods of calculating payments 
to hospitals, and the reporting and processing 
of hospital costs, are reduced to a logic of 
economic incentives and rational economic 
behavior. This perspective, however, fails to 
recognize that the origins and application of ac- 
counting techniques are not shaped by economic 
logic alone, but involve far more wide-ranging 
discourses which constitute and are constitutive 
of the emergent techniques. 
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CONTROL SYSTEMS IN DISSONANCE: THE COMPUTER AS-AN INK BLOT” 


FRISO DEN HERTOG 
Maastricht Economic Research Institute on Innovation & Technology (MERIT) 


and 


CEES WIELINGA 
Philips Gloeilampenfabrieken, The Netherlands 


Abstract 


This study focuses on the choice that organizations have to make between two basic control strategies when 
they are facing increasing complexity and uncertainty. Firstly, organizations may choose to invest in vertical- 
information systems and secondly, they may try to reduce organizational complexity and foster self-contained 
tasks. However, it is expected that dissonance will occur when vertical information systems are introduced in 
so-called “self-renewing organizations”. The study is based on a comparative case analysis of five engineering 
workshops of a large Dutch multinational. The study indicates that the impact of computerized production 
control systems on the organization is heavily dependent on the actual use of those systems. Organizations 
tend to maintain consonance of their control style by making a selective use of the system. 


That is to say, like the psychiatrist’s ink blot, they 
(computers) serve imagination as symbols for all that is 
mysterious, potential, portentous. For when man is 
faced with ambiguity, with complex shadows he partly 
understands, he rejects that ambiguity and reads 
meanings into the shadows. And when he lacks the 
knowledge and technical means to find the real 
meanings of the shadows, he reads into them the 
meanings of the shadows, he reads into them the 
meanings in his own heart and mind, uses them to give 
external shape to his private hopes and fears. So the 
ambiguous stimulus, the ink blot, becomes a mirror. 
When man describes it, he depicts not some external 
reality, but himself (Simon, 1977, p. 1). 


The managements of production organizations 
never find themselves in a situation in which 


they have too much control. However, their 
search for control cannot be explained simply 
by an Alderian strive for power. New production 
technologies, increasing competitive demands, 
changing educational and motivational char- 
acteristics and many other contingencies are 
creating more and more new and complex 
control problems for management. 

Control can be defined as “the use of inter- 
ventions by a controller to promote preferred 
behaviour of a systeni-being-controlled” (van 
Aken, 1978, p. 46). In that sense, it refers to a 
broad range of interventions: the composition 
or modification of the tasks of individuals, 
groups or departments; the lengthening or 


* This paper has a rich history. Originally the study was started as an internal exploration for co-operation between the 
corporate information systems and the corporate personnel policy departments of Philips ‘in the field of organizational 
renewal. The field work was carried out in 1979. The first draft was submitted to AOS in 1980. The editor reacted positively 
and sent back 57 pages of comments. A change in jobs of the two Philips researchers left the paper mothballed for ten years. 
Although production control technology has changed rapidly in the meantime, engineering firms have to face the same 
_dilemma between control and self-control. A recent German study in this field (Brddner, 1990) incited the researchers to 


rewrite their report. 
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shortening of the organizational hierarchy; 
personnel management practices such as train- 
ing and education, placement and transfers; 
personal reward and control systems that 
increase or decrease rules and procedures; the 
introduction of information systems, decision 
rules and planning systems and the creation 
of slack resources. In practice, however, con- 
trol strategies and control systems do not 
always provoke the results desired. Many 
authors of various disciplinary origins have 
stressed the dysfunctional effects of control 
systems. Ackhoff’s (1967) characterization of 
MIS information systems has been quoted many 
times. The same scepticism exists in the field of 
accountancy (Hopwood, 1976; Kaplan, 1983) 
and operations research (Michel & Permut, 
1978). Moreover, social control strategies such 
as job design and organization development 
have not fulfilled their promises either (van 
Assen & den Hertog, 1984). On so many 
occasions, projects and experiments have not 
had the catalysing effects that were originally 
claimed for them. One of the most important 
reasons for such discrepancies between the 
objectives and their outcomes is that control 
systems are invariably designed and imple- 
mented in a one-sided manner. In this respect, 
Leavitt (1964) referred to “one-track solutions”, 
ie. solutions that are offered for isolated 
control problems, with links to other control 
systems and contexts being ignored. To date, 
however, we have relatively few insights into 
the interconnections between different control 
systems. The research programme described in 
this paper was initiated twelve years ago to 
remedy the situation. Its aim was to gather 
experience and gain insights into how control 
systems influenced one another. The research 
focused on two key issues: on the impact of 
information systems on organizational choice 
and on the way in which the design, imple- 
mentation and use of control systems evolve 
over time. The study is based on a retrospect- 
ive comparison of case situations drawn from 


five engineering workshops in Philips in The . 


Netherlands, a large manufacturer of electronics. 
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INFORMATION SYSTEMS AND 
ORGANIZATIONAL CHOICE 


Bureaucracies tend to flourish in stable 
environments, dealing with routine tasks. When 
these conditions change, they get into trouble. 
Their hierarchical lines become burdened, 
communication pipe-lines clog up, and the 
members of the organization become obsessed 
either with their bureaucratic ritualism or with 
their game of beating the system. In such 
situations (Galbraith, 1973) the organization 
has to invest in new control strategies. Two 
basic approaches (or sets of interventions) can 
be distinguished in the way organizations react 
to growing complexity and environmental 
turbulence (Galbraith, 1973; den Hertog, 1978; 
de Sitter, 1989). One approach strives to 
strengthen organizational control by enlarging 
the information processing capabilities. The 
investment in vertical information systems is 
consistent with the basic logic that new 
uncertainties have to be controlled by closer 
surveillance from the top. The aim is to provide 
more detailed information at higher levels in 
the organization more rapidly. This process is 
fed by a range of different disciplines in 
organization science: operation research, man- 
power planning, systems analysis, accounting, 
industrial engineering, and so on. The exploding 
development of computer technology creates 
almost unlimited technical possibilities to amplify 
this process. So “... organizations systematically 
gather more information than they use, yet 
continue to ask for more” (Feldman & March, 
1981, p. 171). The second approach is quite 
different. The main objective here is to reduce 
complexity and reduce the control needs. It 
can be described as a move away from the basic 
features of bureaucracy and scientific manage- 
ment: simple organizations with complex tasks 
rather than the other way round (den Hertog, 
1978; den Hertog & de Sitter, 1989). In this 
case, the basic logic is that both organizational 
flexibility and the motivation of organizational 
participants can be enhanced by lightening 
the bureaucratic burden and reducing the 
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surveillance of peripheral units. Such a de- 
bureaucratization can be recognized in different 
action approaches. The development of lateral 
structure, strategic business units, self-contained 
tasks and sociotechnical approaches to organi- 
zational design reflects the same tendency of 
fostering the autonomy of peripheral units and 
groups in the organization and of dissolving the 
rigid distinction between thinking and doing. 
Below, we will refer to these latter approaches 
as organizational renewal. 

This study of computerized production in- 
formation and control systems is founded on 
an awareness of such alternative modes of 
responding to environmental turbulence. Earlier 
observations (den Hertog, 1978) demonstrated 
that organizations did not confine themselves to 
a choice between one of the two control 
strategies. Not infrequently they followed both 
tracks. Three main reasons can be given for this 
ambiguity. Organizations are often part of a 
larger managerial system. Thus, it may happen 
that on a central level the decision is made 
to introduce a standard vertical information 
system in peripheral units which themselves 
prefer organizational renewal. Secondly, one 
can expect (Ehn, 1988) that both control 
Strategies are linked with the interests of the 
individuals and groups that support them. 
These control strategies may legitimize their 
activities or bring these activities up for 
discussion. The third reason is that we lack the 
relevant interdisciplinary knowledge for inte- 
grated design. We lack the tools to translate 
choices with regard to information systems 
design into organizational terms and vice versa. 
The result can be a time lag: one control system 
is moving while the other stays behind (den 
Hertog, 1978). 

It might be expected that in such ambiguous 
situations organizational dissonance could result, 
especially when vertical information systems 
are being implemented in organizations involved 
in organizational renewal programmes. Organi- 
zational dissonance can be defined (Mintzberg, 
1979) both internally in terms of a fit between 
design parameters, and externally in terms of a 
congruence of situational factors and design 
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parameters. Dissonance is considered as a 
basic cause of ineffectiveness in organizations. 
Dissonance can work itself out in a number of 
different ways: a slow down of the organiza- 
tional renewal programme or the implementa- 
tion of the information system, as well as an 
ineffective use of the system. One could expect 
that organizations would try to reduce this 
dissonance in one way or another. The first 
basic question to be answered in this study is: 
“How will organizational dissonance become 
manifest when vertical information systems are 
being introduced in renewing organizations 
and which ways do they find to restore 
consonance?” 

The impact of a system on the organization 
and of the inherent structural choices cannot 
be seen as being isolated from the design 
and implementation strategy. The methods 
developed by the information systems discipline 
are predominantly oriented towards a rational 
control of the whole trajectory from diagnosis 
to implementation. They are based on linear 
phasing and a formalization of decision-making 
(Algera & Koopman, 1984). This mechanical 
and top-down approach has been criticized in 
the last ten years. It is stressed that the quality 
and acceptance of a system is heavily dependent 
on the way the skills and experience of 
organizational members are used in the design 
and on the way the system relates to their 
needs and possibilities (Ehn, 1988; Algera & 
Koopman, 1984; van Reeken, 1990). The in- 
volvement of users in the decision-making, or 
user participation, is `commonly seen as an 
effective way to fulfil these conditions. At the 
same time this endeavour offers another source 
of dissonance. This brings us to the second 
basic question: “What happens when one tries 
to introduce systems in a bureaucratic environ- 
ment by participative procedures and what 
happens when vertical information systems 
are enforced by higher management in an orga- 
nic environment?” In the following sections - 
the characteristics of production. control 
systems and the process of design, imple- 
mentation and use of ‘these systems will be 
elaborated. 
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Simon (1977, p. 1) sketches the computer as 
a splendid ink blot test on which one can 
project one’s hopes and fears. Like the ink blot 
test, the computer faces people with ambiguity, 
with complex shadows they only partly under- 
stand. And when they lack the knowledge and 
technical means to find the real meanings of the 
shadows, they read into them the meanings in 
their own hearts and minds, using them to give 
external shape to their own hopes and fears. 
Hedberg & Mumford (1975) put this into other 
words. They describe the conflict between two 
sets of values that seem to exist in relation to 
computers. On the one hand, the optimistic 
view, which tells us that the almost unlimited 
technological possibilities of these systems will 
make our lives easier and wealthier. On the 
other hand, they show the pessimistic view: 
technology «may have unlimited possibilities, 
but people have not. They are forced again and 
again to adapt to new technological structures 
that limit their freedom. Hedberg and Mumford 
argue that technology is essentially neutral. 
In their opinion, computers are powerful 
resources for improvement at all levels of 
` society. They stress, however, that for this 
improvement to come about, we must find 
alternative ways of designing and using com- 
puter systems on the basis of human psycho- 
logical needs. When seen in such terms, 
production control systems are not deter- 
ministic either. They too have the potential to 
be designed in ways that can successfully meet 
the needs of the groups that operate them and 
use their data output. If one wants to realize this 
potential, hawever, the ambiguity of the system 
must be resolved by tracing out its full range of 
implications (Simon, 1977). Accordingly, we 
should no longer speak of systems in general 
and vague terms. Their organizational implica- 
tions must be seen along concrete and specified 
dimensions. If we are to influence choice in 
their design and use, we must make explicit the 
concrete content of such choices. In the case of 
the present study of the implications of com- 
puterized production control systems, we must 
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make a first tentative list of system variables on 
the basis of which the relevant choices can be 
described and which contribute more or less to 
organizational dissonance in renewing organi- 
zations. This list includes: the object of control, 
the level of detail, the phase in which the 
information is processed, the time span, accessi- 
bility and the diffusion of output. 


Objects of control 

A production control system is based on a set 
of feedback loops. This set plays an important 
role in the social interaction between groups 
and sub-units within the organization. The 
object of control refers to the outcomes of parts 
or aspects of the production system. The object 
of control is described in terms of performance 
indicators. These indicators strongly affect the 
ways in which groups and sub-units direct their 
energy on the job. The members of the 
organization learn to deal with them. They 
learn (Camman & Nadler, 1976) what kind of 
behaviour will be reinforced or has to be 
avoided. Consequently, sub-units may con- 
centrate on their own sub-goals or may defend 
their own autonomy by trying to beat the 
system. 


Level of detail 

Systems differ as to the level of detail of their 
object of concern and the information pro- 
vided. A major criticism of the highly detailed 
nature of the prevailing modes of production 
control systems stems from the Swedish ex- 
perience with organizational renewal. It has 
been shown (Job Reform in Sweden, 1975, 
p. 107) that these systems are based on “. 
the preposterousness of thought that even a 
moderately varied manufacturing operation can 
be planned in detail”. Accordingly, a strong 
effort was made to simplify the relevant planning 
and control systems: 


The central idea is that the less important administrative 
tasks are pushed down in the organization and taken 
care of on the level where they belong. The rest of the 
administrative resources can be used to propel the 
operation ahead — that is, concentrated on important 
strategic and economic factors rather than being 
dissipated in handling smali matters. 
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The phase in which the information is 
processed 

Another crucial system variable relates to the 
phase in the accomplishment of an order at 
which the largest part of the information is 
processed. Two alternative strategies can be 
distinguished. In the first, the majority of the 
information is processed at the planning stage. 
At this time, decisions are made about the 
content of orders, the production methods, 
the materials required, and the price and 
scheduling of the operations. In other words, 
information processing is used to prespecify the 
production process. Another strategy locates 
the majority of the information processing in 
the operational phase. With this approach, 
information processing is gathered to solve un- 
expected problems regarding planning, methods, 
means and people when the order is being 
produced. Choices concerning the phase of in- 
formation processing are related to the choices 
about the nature of the organization. Tradition- 
ally, the responsibility for production control in 
the planning phase is allocated in a central staff 
unit. When these units also take the respon- 
sibility for control in the operational phase, 
special control mechanisms are required, such 
as strong hierarchical supervision, “chasseurs” 
and process controllers. However, in situations 
where many factors in the production process 
are unpredictable, very detailed information 
processing in the planning phase can become 
dysfunctional. In contrast, in situations where 
the information processing is concentrated in 
the operational phase, other organizational 
structures are needed. One alternative is to 
allocate staff functions such as work prepara- 
tion, the calculation of prices, planning and 
control close to the shop floor giving the 
people working at this level the.means and 
skills to control and adjust operations. 


Time span 

A real-time system offers possibilities for 
direct feedback, which in turn enables the 
delegation of direct control of the process to 
lower levels in the organization. In other words, 
the system can be used as a tool for self-control. 
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The system can also be used, however, as a 
means for close surveillance of daily behaviour 
on the shop floor by management at a higher 
level (Den Hertog et al, 1980). Batch systems, 
which have gradually been replaced by real- 
time systems, are used as a tool both for long- 
and middle-range planning and for scheduling 
on a weekly or daily basis. The weakness 
of batch systems when used for short-term 
scheduling is that too many planning adjust- 
ments have to be made between the batches. 
From the very moment the schedule is delivered, 
it starts to become out of date. One has to keep 
in mind that in a technical sense many real-time 
systems are in fact batch systems because the 
basic information input follows the scheduling 
procedures, which do not allow for changes in 
planning during the planning intervals. This is 
particularly the case when scheduling rules 
remain unchanged. 


Accessibility of the system 

The accessibility of the system represents 
another factor in the way information sheets are 
used in an organization. Components of this 
factor include: (1) whether the system is on- 
line or off-line, and in the latter case, the 
response times involved; (2) the simplicity 
with which the data are represented, particu- 
larly in respect of whether the mode of 
representation is consonant with the cognitive 
styles of the users; and (3) the possibilities of 
making queries with the system. A user-friendly 
and easily accessible system makes it possible 
to delegate operational tasks to the workers and 
gives them a certain degree of control over the 
system. 


The diffusion of output 

The diffusion of information to each of the 
positions and roles needs to be closely related 
to the basic feedback loops of the control 
process. The development of autonomous, 
matrix and project groups, for example, requires 
flow-, project- or product- rather than function- 
oriented information. Such groups need informa- 
tion on the basis of which they can make 
decisions about the execution of their own work. 
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TABLE 1. Phases in the design process 


Occasion 


Members in the organization become aware of a problem, of 


possibilities for improvement which new information systems might 


offer 


Diagnosis 


The existing situation is analysed, problems are itemized, needs for 


new systems are mapped 


Gathering and weighing of alternatives 
weighed 


System specification and definition 


Possible solutions are compiled, advantages and disadvantages are 


The choice between alternatives is made, specifications are worked 


out, the construction is outlined 


System development 
Operation 


THE PROCESS OF SYSTEMS DESIGN 


The design and implementation of informa- 
tion systems is a complex process in which 
success depends on the commitment of many 
members of the organization. Systems designers 
have invited considerable effort in the develop- 
ment of strategies and methods to control this 
process. This effort has resulted in a generally 
accepted view on design and implementation as. 
a part of a rational trajectory of planned change. 
The process starts with goal-setting and the 
establishment of information needs. Alternatives 
are defined and are weighed up against the 
goals. This approach is based on a phased model 
and formal design rules and procedures (Algera 
& Koopman, 1984; Ehn, 1988). Most of the 
design methodologies used are variants of 
systems management. A quite common sequence 
of planning phases is illustrated in Table 1. 

The assumptions underlying such a rational 
approach to systems planning and design are 
(den Hertog et al., 1986): (1) that there is a 
relatively high degree of consensus about the 
goals to be achieved; and (2) that cause and 
effect relationships are clear and known. 

Social researchers in particular have pointed 
to the importance of user involvement (Algera 
& Koopman, 1984; Edström, 1977; Mumford & 
Weir, 1979). Users play a very important role 
not only because they have to formulate their 


Construction, tests and implementation 


The system works, is evaluated in terms of the original objectives 


information needs, but also because they are 
the primary source of organizational informa- 
tion which is required for the definition and 
design of the system. In addition, they deter- 
mine to a large extent the effectiveness of the 
actual use of the system. 

Finally, Scandinavian writers like Pelle Ehn 
(1988) stress that the users have the right to 
have a say in the changes in their own working 
situation. Edström (1977) states that there is 
substantial agreement between researchers and 
practitioners that user involvement is a key to 
success, particularly in the diagnosis and imple- 
mentation phases. Neither approach seems to 
offer any guarantee for success in practice. The 
rational linear design methods are criticized 
(Algera & Koopman, 1984; Argelo, 1982) 
because in practice the first diagnosing phases 
tend to be bypassed or rushed. Basic choices 
are being made too quickly without a thorough 
analysis of the real problems of the organiza- 
tion. Thè criticism also concerns the linear 
character of most design methodologies. The 
design process is considered as a strict, logical 
chain of successive steps. It is assumed that one 
can define at the start of the design trajectory 
exactly what is needed at the end. In reality, 
changes start complex causal chains that are 
hard to predict, and discrete interventions 
induce sets of reactions that are even harder to 
predict (Hedberg et al., 1976). Ackhoff (1979, 
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p. 98) states that the structure and parameters 
of problematic situations change continuously. 
As a result, the life of a solution will mostly be 
shorter than the time required to find them. He 
argues for approaches by which we can learn 
and adapt quickly and effectively. Along the 
same line, van Reeken (1990) pleas for iterative 
and experimental approaches for systems design. 
The third kind of criticism refers to the role of 
technical specialists, which is far more influ- 
ential than the design methodologies make us 
believe (Argelo, 1982; Algera & Koopman, 
1984). Management tends to see automation as 
a “technical” problem which has to be solved 
by an expert and not by its future users. The 
moment management is confronted with the 
outcomes of the project, it is too late. 

User participation too is easier to preach than 
to practice. Mulder (1977, p. 14) has pointed to 
all unintended consequences of participation in 
decision-making in situations where one party 
has all the expertise and the other little or none. 
In that case the power distance between 
designers and users tends to increase rather 
than decrease as an effect of the participation. 
In such situations there is a danger that 
employee representatives, who lack the techno- 
logical know-how, will refrain from asking silly 
questions. They try to avoid embarrassing 
scenes and are consequently exerting little 
influence on the course of the design process in 
which they are supposed to play an important 
role. Hedberg (1975) speaks of the hostage 
alternative in this respect. He refers to another 
undesirable reaction as the indoctrination alter- 
native. Here, the communication and mutual 
understanding between users, representatives 
and designers is improved at the cost of the 
relationship with the people they represent. 
However, the most serious problems with user 
participation arise in situations (den Hertog & 
van der Wee, 1982; den Hertog & Wester, 
1979) in which the degrees of freedom for 
design choices are specified in advance by one 
of the parties in the process. User represent- 
atives who are involved in the decision-making 
become conscious sooner or later of their lack 
of influence, rather than having a feeling of “real 


109 


say”. In such situations they tend to react in one 
of two ways: passively or actively. In the former 
case, they unhook emotionally, lose interest 
and conclude once again that they have been 
had. In the latter case, they object to the way 
things are handled, break off the consultation or 
sabotage the introduction and use of the 
system. 

The concept of user participation refers 
implicitly to a particular group or level within 
the organization. Both in the literature and in 
practice it often remains implicit to whom the 
concept refers: to the manager, the planner, the 
foreman or the worker? It is important that we 
express ourselves explicitly in this respect. A 
user can be defined as anybody who is affected 
by a control system, whether passively, i.e. 
being controlled, or actively, ie. as being in 
control. Any study of user participation should 
take account of the different user levels and 
categories. 


Intra-organizational politics 

A control system can be defined as a set of 
interrelated interventions by which one actor 
tries to promote a preferred behaviour by 
another actor. There is always an actor that 
controls and one that is being controlled. So 
innovation in control systems refers by defini- 
tion to changes in power relations and to 
intra-organizational politics. The same argu- 
ment applies to organizational renewal. More 
autonomy for peripheral units is in fact synony- 
mous with the shift of power from the top to 
the bottom and from the staff to the line 
(den Hertog & Wester, 1979). According to 
Pettigrew (1973, p. 192), political activity in 
organizations tends to be particularly associated 
with innovation: 


Innovations are likely to threaten existing parts of the 
working community. New resources may be created 
and appear to fall within the jurisdiction of a department 
or individual who had previously not been a claimant in 
a particular area. This department or its principal 
representative may see this as an opportunity to 
increase his power, status and rewards in the organiza- 
tion. Others may see their interests threatened by the 
change, and needs for security or the maintenance of 
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power may provide the impetus for resistance. In all 
these ways new political action is released and ulti- 
mately the existing distribution of power is endangered. 


Changes in the formal control structures are 
especially relevant in this respect. In organiza- 
tional practice we hear managers and designers 
calling for discipline and the compliance of all 
sub-units involved in automation projects. At 
the same time, little attention is paid to 
mechanisms for handling conflicts, and there 
are few realistic discussions about the potentially 
contradictory goals of sub-units. Apparently, 
power is still a dirty word in organizational 
practice. As Dale stated: “The power process in 
management is like sex in the Victorian Age. 
Everybody knows about it, nobody ever talks 
about it” (van Aken, 1978, p. 48). In our 
opinion, structural changes in formal control 
systems can never be understood when the 
intra-organizational political systems in which 
the control systems are embedded are ignored. 
We expect that the groups or the coalition of 
groups that control the resources in the design 
process will try to define the new control 
system in such a way that it reduces their own 
uncertainties and dependencies on others (cf. 
Bariff & Galbraith, 1978). 

Although the underlying political process 
and the antagonistic interests of sub-units are 
seldom discussed openly, the dysfunctions of 
this process have received a great deal of 
attention. “Resistance to change” is the concept 
most frequently used to label these problems. 
In most cases the problem is seen as being 
localized in the relationship between users 
and designers (see for example Hedberg & 
Mumford, 1975; Edström, 1977). However, the 
effects can become manifest in numerous other 
ways: (1) time-, money- and energy-consuming 
implementation, (2) organizational conflicts, 
(3) unproductive use of the systems, and (4) 
personnel problems (den Hertog, 1978). The 
imposed nature of any resulting harmony over 
the goals to be achieved has also been criticized. 
Hedberg et al. (1976) have pointed out that 
sub-units with contradictory sub-goals often have 
to submit themselves to a general set of goals 
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and values as a result of today’s approaches to 
systems design and change. Moreover, bureau- 
cratic co-ordination and control, which is 
required for ensuring the harmony, also puts a 
heavy burden on the organization. 


RESEARCH METHOD 


The basic aim of this study is twofold. In the 
first place an effort was made to apply a certain 
a priori design logic to empirical cases, match- 
ing the general knowledge of organizational 
change and the experience gained from concrete 
local change efforts (cf. Dunn & Swierczek, 
1977). The general expectation was that dis- 
sonance would arise when vertical information 
systems are implemented in organizations which 
at the same time pursue another control strategy, 
offering more autonomy for peripheral units. In 
this sense, the first aim of the study is to answer 
documented questions. A documented ques- 
tion is a question that is provided with well 
thought out answers. However, these answers 
cannot be represented as univocal expectations 
or statements. One could consider the defini- 
tion of these questions as a phase which 
preceeds the definition of hypotheses (den 
Hertog & Wester, 1979). Generalizability was 
not pursued in a statistical, but in an analytical 
sense. This means (Yin, 1984, p. 39) “... that 
the investigator is striving to generalize a 
particular set of results to some broader 
theory”. There was, however, no clear advance 
insight into the complex social mechanisms by 
which dissonance arises and consonance is 
restored. Thus, the second aim was to gain an 
understanding of the organizational dynamics 
in the process of design, implementation and 
use of control systems. This insight demands a 
study of control systems in the natural contexts 
in which they are implemented and used 
(Hopwood, 1983; den Hertog & van Assen, 
1988). Such considerations (cf. Yin, 1984) 
pointed to the advantage of a retrospective 
comparison of cases. Single case studies allow a 
broad and detailed analysis of organizational 
dynamics (see for example Pettigrew, 1973), 
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Fig. 1. Three research strategies. A: The case method; in-depth analysis of one situation with regard to a large number of 
aspects. B: Retrospective comparison of cases; in-depth analysis of a large set of aspects in a number of cases. C: Survey 
research; comparison of many situations with regard to a limited number of “static” aspects. 


but offer no possibility to explain different 
outcomes on the basis of different starting 
positions. A multiple case design offers both 
the possibility for a theoretical replication 
(explaining contradictory results for predict- 
able reasons) and for a literal replication 
(predicting similar results) (Yin, 1984, p. 49). 
On the other hand, a more comprehensive form 
of survey research (“case survey”: see for 
example Dunn & Swierczek, 1977), whilst provid- 
ing for the comparative analysis of a large number 
of situations, invariably has to be confined to the 
study of a relatively small number of narrowly 
defined and often quantitatively expressed 
variables. The comparative case analysis there- 
fore was seen as a useful methodological 
alternative, providing some of the advantages of 
both others, as illustrated in Fig. 1. 

Moreover, emphasis was placed on the 
retrospective analysis of the case situations in 
order to avoid the danger of the bias which can 
so easily occur when the case studies are 
carried out by researchers and consultants who 
have been directly involved in the organiza- 
tional changes that are the focus of attention. 
To further increase the utility. of the approach, 
the decision was made to focus on a series of 
comparable case situations with, in this con- 
text, comparability being considered in terms 
of production technology, control problems 
and the range of possible solutions. Den Hertog 
& Wester (1979) refer in this respect to the 


reduction of “situational variance”. With this 
aim in mind, it was decided to study control 
problems in a number of engineering works 
within Philips. Not only do engineering works 
represent readily segmented components of the 
organization, but also questions related to the 
interaction between organization and informa- 
tion and control systems had already emerged 
in them, especially in situations where organiza- 
tional renewal or redesign had been initiated. 
In order to operationalize these fundamental 
methodological choices, the following research 
procedures were adopted. 

(1) The problem areas to be included in the 
study were selected on the basis of earlier 
research contacts and the location of current 
organizational change projects and problems 
and discussions with managers and members of 
staff. 

(2) Subsequently, the actual case situations 
were selected on the basis of interviews with 
members of the internal network of organiza- 
tional consultants and the scanning of relevant 
internal publications. A selection was made of 
two workshops involved and three not involved 
in organizational renewal programmes. The fifth 
case was selected because although the organi- 
zation had not been involved in such a 
programme, it had been designed in an organic 
and product-oriented manner from its start 
fifteen years before. Management offered its co- 
operation in all of the selected cases. 
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Fig. 2. Engineering works as a link in the development and 
production chain. 


(3) A checklist of issues and problems was 
then developed on the basis of past experiences, 
literature surveys and discussions in the research 
area. The main issues on this checklist were 
expressed in terms of open-ended questions 
and were related to organizational structures 
and processes, the nature of the information 
and control systems, the change processes 
under way, and the effects of the new system on 
the organization and its members. 

(4) Research data were then gathered by 
means of interviews with from seven to 15 
people in each workshop. The interviewees were 
drawn from different parts, ranks and functions 
(engineering manager, workshop manager, super- 
visors, planners, other staff, skilled workers and 
designers). In addition, minutes, reports and 
internal notes were consulted. 

(5) Case descriptions of each workshop were 
prepared. 

(6) These case descriptions were used as a 
feedback to the members of the organization in 
a one-day seminar. 


(7) The final report was used as feedback to 
the members of the organization in a one-day 
seminar. 

For a more detailed description of the 
research method, see den Hertog & Wester 
(1979) and Yin (1984)- 


Engineering works as a research field 

Philips operates in two main fields: a heavily 
mechanized production of consumer goods and 
the development and production of products 
for professional appliances (for example radar, 
defence, computer, medical and telecommunica- 
tion systems). The engineering works play an 
important role in both fields. They are located 
at the end of the development and production 
chain. They are very sensitive to the fluctua- 
tions of the business cycle. The effects of 
acceleration and slowing down of the invest- 
ment rate are rapidly felt in the orders received. 
The pressure on delivery times, flexibility and 
quality is high. Concerns with delivery times 
and the reliability of delivery are further 
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reinforced by the fact that the engineering 
workshop is in most cases the last link in the 
development chain before production (see Fig. 
2). Projects are planned backwards. Most of the 
planning delay has to be corrected in the 
engineering phase. 

On the social side, growing discontent could 
be observed among the skilled workers. The 
need for job redesign and more participative 
decision-making was, and still is, pronounced. 
The Dutch Philips organization offers 
employment to some 7000-8000 skilled 
workers in about 55 (mechanical) engineering 
workshops. The organization of the workshops 
was rather traditional at the time the research 
was carried out: long hierarchical lines, a high 
level of specialization, strict distinctions 
between line and staff, and a paternalistic 
leadership climate. The work itself required a 
high level of production and skill. 


CONTROL AND ORGANIZATION IN 
ENGINEERING WORKSHOPS 


In order to meet increasing external and inter- 
nal demands, workshop management adopted 
both of the tendencies mentioned above, 
namely the elaboration and refinement of 
formal controls and organizational renewal. In 
four of the five workshops (A, B, C and D) a 
computer-based information system had been 
implemented. The fifth workshop had explored 
the organizational needs and the technical 
possibilities for such a system. On the basis of 
this study it was decided to resimplify the 
existing planning procedures and to reject the 
option of a computer-based system. Such a 
system uses information about the available 
capacity over time in order to make decisions 
about delivery dates and man—machine alloca- 
tions. In other words, the system is aimed 
at assisting in the scheduling of jobs or 
combinations of jobs. Essentially, such produc- 
tion control systems make a simulation of the 
future reality of the (job) shop floor. Although 
they were designed by four different groups, 
the four computer models were very similar. 
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They all incorporated quite traditional techni- 
cal principles, based on batch, off-line informa- 
tion processing. At the same time, ‘all five 
workshops were engaged in organizational 
renewal efforts, although the extent and in- 
tensity varied considerably. 

The most bureaucratic organization was 
found in workshop A. The task specialization in 
production was high. Procedures were very 
detailed and strongly formalized. There was a 
clear division between planning and control 
tasks, which were allocated to strong staff 
departments and operational tasks. Management 
introduced a group consultation approach, 
aimed at more participative decision-making in 
the plant. In spite of the elaborated consultation 
and communication processes, personal inter- 
actions within and between groups took place 
in terms of fixed role patterns. The planning 
system was used as a basis both for order 
acceptance and order planning and for internal 
planning and control, with particular emphasis 
being placed on man—machine allocations, job 
allocations and the control of order progress. 
Orders were itemized in terms of very detailed 
job requirements and subsequently scheduled on 
specific man—machine combinations for a specific 
hour of a day. Furthermore, performance factors 
for each craftsman were also used to improve 
the accuracy of planning. The unintended 
consequence of such a detailed approach to 
control was that the system prescribed on an 
hourly basis what workers were supposed to 
do. In addition, in such a controlled environ- 
ment, the workers felt ‘the need to adapt to 
unexpected circumstances. Not surprisingly, 
these ambivalent attitudes resulted in conflicts, 
particularly at times when the workshop had to 
face high external pressures. Moreover, the 
system produced complex output formats which 
could only be understood after a certain 
amount of training. The information was pre- 
sented in terms of many symbols and abbrevia- 
tions. As a result, only the planners who were 
initiated into the system were able to handle 
the information. 

Workshop B had been a traditional medium- 
sized workshop with a functional structure for 
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many years. It produced standardized produc- 
tion machinery for one product division. It had 
a rather stable environment and a simple 
pattern of external relationships. A detailed 
production scheduling system had been intro- 
duced five years before this study. Although it 
took quite a long time to plan and schedule an 
incoming order for production, the workshop 
management and planners were satisfied with 
the system. However, the task of the workshop 
changed three years before the present investi- 
gation. Rather than producing standardized 
machines, the workshop started to concentrate 
on the production of prototype machines. The 
change had two effects. First, the work was con- 
siderably less predictable than before. Second, 
the pressure on short delivery times increased 
greatly. In these new circumstances the detailed 
and time-consuming preplanning of production 
became an obstacle rather than an aid to 
management. -Accordingly, workshop manage- 
ment introduced a number of experiments with 
project teams that were formed immediately 
after the acceptance of a new order. Some of 
the production scheduling of a more global and 
less detailed nature continued to be carried out 
as a basis for agreements with external parties 
on delivery dates. The system was oriented 
towards the management of external relation- 
ships and had little effect on the daily work on 
the shop floor. 

Workshop C was relatively small and had 
been managed for years in a rather paternalistic 
and informal manner. The workshop manager 
introduced incremental changes in job design 
and group consultation, without changing the 
basic structure of the workshop. He put a lot 
of effort into boundary management. He con- 
tinuously tried to improve the information flow 
from the earlier phases in the engineering 
trajectory. However, he only had to deal with 
two engineering departments. As a consequence, 
the production control system was used as a 
global planning tool for the whole engineering 
process, including design and drawing. The 
planning was directed at long-range targets 
with a time horizon of two years. Accordingly, 
the batch system was only run four times a year. 
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Workshop D was one of the large central tool 
shops of the company and specialized in 
moulds, matrices and stamps. It served a large 
variety of clients within and outside the 
company. The workshop was under heavy 
pressure, because the divisions had been given 
more freedom to choose their external suppliers. 
Greater flexibility was therefore required to 
remain competitive. It was recognized that a 
flexible organization could only be built on the 
commitment of the craftsmen. This commit- 
ment had posed problems in this large factory- 
like workshop in the past. However, a quite 
conscious attempt was made to move away 
from the traditional and bureaucratic structure 
that had evolved over a number of decades by 
introducing an in-depth organizational renewal 
programme. A complete new factory design 
was implemented step-by-step over a period 
of six years. This programme was mainly 
characterized by the design of product groups 
in which different production functions (turn- 
ing, milling, grinding, etc.) were integrated, 
associated with a decentralization of the planning 
and control functions (planning, work prepara- 
tion and quality control) from the staff to the 
product groups. 

Production planning was used for internal 
planning, for fixing delivery dates and as a basis 
for global planning. The internal planning did 
not reach nearly the level of detail as in 
workshop A. As a consequence, the system had 
relatively little impact on the tasks of craftsmen 
and supervisors. Initially, the planning system 
was only slightly adjusted after the workshop 
changed from being a functional organization 
into being a product-oriented one. Within a few 
months, however, the newly formed products 
groups asked for more and better information. 
They had to deal with planning and progress 
control themselves now and needed to predict 
possible bottlenecks in machine capacity as 
soon as possible. The number of output forms 
grew rapidly and the information was diffused 
on a much larger scale in the organization. 
Supervisors and craftsmen also stressed the 
need for a resimplification of information forms 
and flows. As a result, a redesign of the system 
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took place to adjust to the new organizational 
structure. 

Workshop E was a large organization which 
had a very heterogeneous product portfolio, 
which resembled that of workshop A. It mainly 
served four engineering departments within the 
company. The workshop was, however, far 
more competitive than workshop A, particularly 
with respect to delivery times, reliability and 
productivity. In workshop E there had been no 
explicit organizational renewal projects; the 
organization had been designed twenty years 
ago on the basis of very advanced principles 
and it had functioned like that ever since. There 
were integrated product groups, a very small 
staff and a flat hierarchy. The product groups 
were composed of 12 to 18 craftsmen, a 
planner, a work preparator, a quality inspector 
and a supervisor. The groups had a relatively 
intensive relationship with the engineers from 
the drawing and design departments. The 
workshop had developed very simple planning 
procedures without the assistance of a com- 
puter system. The information was presented in 
a visual form. Almost every worker was familiar 
with every detail of the system. In actual 
practice this manual system functioned on a 
real-time basis. The system was promptly up- 
dated when order modifications were received 
and as orders progressed from one operation 
to the next. The progress information was 
directly fed in by the craftsmen. A feasibility 
study showed that a batch-based system offered 
no improvement for the workshop. 

Table 2 summarizes the characteristics of the 
five workshops. It includes relevant information 
about the production processes, organizational 
structures and interests in organizational renewal 
and their production control systems. 

The study shows clear similarities regarding 
the external pressures, planning problems and 
products of the workshops. These similarities 
also refer to the technical base of the imple- 
mented systems. However, looking at the 
modes of organization, one sees large dif- 
ferences. These differences are most striking 
when comparing workshops A and E. Both 
operate in the same market, produce the same 
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products and have the same size. They use the 
same kind of machinery and employ craftsmen 
with the same basic skills. There the similarities 
stop. Workshop A had a traditional and func- 
tional organization: drillers work with drillers 
and millers with millers. Workshop A consisted 
of product teams integrating the different 
technical functions. This workshop had a flatter 
hierarchy, with three instead of five levels. The 
span of control was 1:10 in A and 1:25 in E. The 
difference in staff structure was also remarkable. 
In workshop A, planning, work preparation and 
quality control were centralized, while in 
workshop E these functions were integrated 
into the product teams. These indirect tasks 
were to a large extent performed by the 
craftsmen themselves. The result was that 
workshop E was able to operate with consider- 
ably fewer indirect workers (22 on 154 crafts- 
men) than workshop A (45 on 185 craftsmen). 
Workshop E was based on the principle of “the 
shop in the shop”. It was composed of small 
self-contained task groups which could deal 
with their own control problems. Workshop A 
was a complex organization with relatively 
simple tasks, whereas workshop E was a simple 
organization with relatively complex tasks. 

Somewhat paradoxically, people in both 
workshops A and E explained the rationale 
behind their present but very different modes 
of organization in terms of the very same 
contextual factors, that is, size, product 
mix, competition in the market, etc. However, 
there were almost no differences between the 
objective state of these contextual factors for 
these two workshops. 

Workshop D stated a large-scale programme 
to convert itself from an organization-like 
workshop A into an organization-like workshop 
E. The other two workshops were smaller and 
more transparent. Nevertheless, they felt the 
need to develop themselves in the same 
direction. Their steps in this direction are, 
however, incremental. One could not speak 
of a fundamental organizational change in this 
respect. 

The information systems showed obvious 
similarities at first sight. However, after imple- 
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Table 2. Production process, production control system, organizational structure and organizational renewal 





Workshops 
Characteristic A B 
Production process 
Size - 230 men, 85 men, 
185 craftsmen _ 60 craftsmen 


Product range 


. Very heterogeneous, it includes 


, complex machines (standard and 


prototypes), tools like moulds and 


` matrices, stamps 


Number of client 
groups (order channels) 


Competition 
Organization 
Number of levels 
Average number of craftsmen per 
foreman 
` Staff functions 
Formalization of procedures 


Most important decision centre 


Organizational type 


Organizational renewal 


Production control system 
Is the system computer-based? 


* Object of control 


Number of output forms. 
Frequency of batch run 


Spreading of output 


Who has designed the system? 


+405 


moderate 


4 
1:10 


very high’ 
highly centralized 


staff groups (work preparation, 
planning) 


bureaucratic 
“werkoverleg”; only residual attempts 
have been made 


yes 


external: order acceptation, planning 
of workshop load; internal: man— 
machine, issue of work, control of 
progress 


+ 10 


1 xX per week 


on most levels in the organization to a 
large degree 


the workshop itself, with the help of a 
specialist 


moderately heterogeneous, almost 
exclusively complex prototype machines 


1:15 


partly centralized, partly decentralized 
moderate 


workshop management 


mixed 


project teams; a tendency towards 
autonomous groups 


yes 


external: order acceptation, planning 
of workshop load; internal: issue of 
work (only partly) 


+4 
1x per week 


on most levels to a large degree 


standard system 


mentation they appeared to fulfil quite different 
functions within the organization. The system 
in workshop A fitted in directly with, the 
dominant organizational patterns. It strengthened 
the bureaucratic character of the organization 
by the use of day-to-day scheduling. As a result, 


the autonomy of supervisors and.craftsmen was 
restricted. Workshop E had dealt successfully 
with its control problems along organizational 
lines. Management had. realized that batch 
systems would not offer any improvement, and 
decided only to reconsider the introduction of 


c 


48 men, 
36 craftsmen . 


moderate, standard machines 


low 


1:18 
partly centralized, partly 
decentralized 

very low 


the engineering department 


mixed (rather paternalistic) 


some attempts have been made 
towards job enlargement and job 
rotation, but without much success. 
“Werkoverleg” has been imple- 
mented at several levels (linking pin) 


yes 
external: planning of load of 
different groups in engineering area; 
project planning internal: no 
functions 

+3 

1 X per 3 months 

limited 


standard system 
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D 


270 men, 
220 craftsmen. 


` homogeneous, all kinds of tools 


(stamps, moulds, matrices) 


many (20) 
very high 
3-4 

1:20 
decentralized 


rather high 


© group leader and his assistants 


mixed, or better: in transition 


autonomous groups, project teams, 
widening of the span of supervision, 
decentralization of staff functions, 
consultation based on a linking pin 
model 


yes 


external: order acceptation, planning 
of load of groups; internal: issue of 
work, planning of internal projects, 
control of progress 


+4 
1 X per week 


in the group 


the local automation group 
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176 men, 
154 craftsmen 


very heterogeneous like A, complex - 
machines and tools 


+4 


moderate 


2-3 - 
1:25 


decentralized 


very low 


the groups 


organic 
although not explicitly implemented, 
issues such as job enrichment, job 


rotation, project teams, decentralized staff 


functions, are present 


no, the system is manual 


external: order acceptation internal: issue 
of work n K 


the manual system is used real time 


the people who use it 


a computer-based production system when 
real-time systems became available. Workshop 
D decided to give priority to the redesign of the 
organization and to adjust the system later on 
the basis of practical experience with the new 
organization. It was assumed that the need for 


adjustments would show in a natural way 
after the implementation of the new organ- 
ization. Workshops B and C did. implement 
the system, but used it only for long-range 
planning. 
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CONTROL SYSTEMS AND ORGANIZATION 
PROCESS 


The impact of control systems on the organiza- 
tion does not only depend on the kind of system 
choices that have been made, but is also the 
result of an organizational process by which these 
choices finally emerge. Planning procedures, user 
involvement and the existing power relations 
are important issues in this respect. 


Planning the control system changes 

The study suggests that the phased approach 
which was promoted in the company was 
relying on intentions rather than on actual 
practice. None of the workshops made a 
master plan for the design and implementation 
trajectory. The preparative phases (diagnosis 
and comparison of alternatives) were bypassed 
or rushed through. It can be stated with some 
cynicism that the workshop which put most 
effort into the preparation finally rejected the 
introduction of a system. 

The poor attention paid to preparation in 
workshop B can be explained by the enforce- 
ment of the system from the divisional level. 
The system had been presented as a cut-and-dry 
solution for all the workshops in the division. It 
should be observed, however, that the work- 
shops in which the implementation of the 
system was initiated from the inside did not 
make much effort to analyse their own control 
problems and to compare alternatives. Work- 
shop D was a special case in this respect. The 
adjustment of the production control system 
had been seen as just one of the aspects of the 
redesign programme. The extensive analysis of 
organizational problems that had been under- 
taken made a special analysis of the system 
adjustment superfluous. The management tended 
to rely more on consultation with its super- 
visors and craftsmen in the new organization. 
Another observation regarding the workshops 
A, B and C is that one can only speak of a more 
or less formal and planned approach to system 
design and implementation from the start of the 
fourth phase (system specification and defini- 
tion). From that moment project teams were 
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composed, project leaders appointed and pro- 
cedures laid down. It is not surprising that the 
planning procedures and the project structure 
were most formalized in the most bureaucratic 
workshop (A). This workshop had defined its 
control problems in a very narrow way: shorter 
and more reliable delivery times. The same 
went for the solution: a computerized produc- 
tion control system. This narrow view was in 
sharp contrast with the broad orientation 
towards problems and solutions in workshops 
D and E. The study does not strengthen the 
arguments against the linear planning of the 
design and implementation of information 
systems, simply because this planning principle 
had not been applied in practice. It does, 
however, underline the importance of a good 
diagnosis based on a broad problem definition. 


User participation 

In all five cases users were involved in the 
process of design and implementation one way 
or another. The case descriptions, however, 
show distinct patterns of user participation. 
Differences are to be observed regarding the 
moment, form and extent of involvement in 
decision-making. The main vehicle for user 
participation had been werkoverleg (work 
group consultation), a typical Dutch form of 
shop-floor democracy, defined by Koopman & 
Drenth (1977, p. 1) as: “a system of regular and 
formalized consultation between the supervisor 
and his subordinates as a group, aimed at 
participation in and influence on decision- 
making, especially with regard to their own 
work situation”. The development of the direct 
form (i.e. non-representative) of work group 
consultation was part of company policy in the 
Dutch Philips organization. Work group consul- 
tation played a role in all the workshops. 
Workshop B was the only organization in this 
study which included a representative or 
indirect form of work group consultation. The 
other workshops practised the direct form. The 
third form of user participation was the par- 
ticipative design groups which were set up 
especially for the redesign programme. They 
were composed of chosen representatives 
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of the different operational and staff groups: 
craftsmen, supervisors, work ‘preparators, 
planners and quality inspectors. 

The introduction of a new production control 
system was used to start off work group 
consultation in workshop A. After the decision 
was made by workshop management for the 
development of a new system, it was also 
decided to involve the craftsmen supervisors 
directly in the design process. A company 
sociologist from the corporate staff was called 
in to set up work group consultation in the 
workshop and guide its development during 
the first year as a process consultant. He 
focused attention on the automation project, 
which was to be the first main topic for work 
group consultation. This workshop paid far 
more attention to user involvement than the 
other workshops. Remarkably, however, the 
craftsmen, supervisors and staff specialists re- 
acted most critically to the consequences of the 
new system for their tasks and positions within 
the workshop. More than in any of the other 
workshops, they experienced a drastic limita- 
tion of their autonomy, responsibility and tasks. 
As one of the supervisors put it: “We got all the 
room to present our ideas and opinions. But in 
the definition of the final solution we all walked 
as children behind the Pied Piper, a role which 
the system designer played so well”. 

In workshop B, craftsmen and supervisors 
were hardly involved in the choice and imple- 
mentation of the system. The representative 
consultation group visited a number of other 
sites within the company where comparable 
systems were implemented, and reached the 
conclusion that much depended on the way the 
system would be used within the workshop. 
The management made it clear that it had no 
intention at all to use the system for internal 
day-to-day scheduling. As a consequence, design 
and implementation were left to management 
and the specialists. Hardly any problems arose 
during the implementation and operational phases. 

The introduction of the new production 
control system had, just like in workshop A, 
been used to start the development of work 
group consultation in workshop C. It was the 
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policy of the engineering management to 
strengthen the position of production manage- 
ment and to force back the discretion of the 
planning department. The introduction both of 
the production control system and of work 
group consultation had been considered as 
interventions in this direction. Although it had 
been the management’s original intention to 
use work group consultation as a channel for 
design and implementation, craftsmen and 
supervisors had scarcely any influence on the 
process in practice. Work group consultation 
and the systems design continued to be two 
parallel lines of development without any 
intersections. However, no problems arose at 
shop-floor level because the system did not 
have much impact on the tasks and discretion 
of the supervisors and craftsmen. As in work- 
shop B, the system was not to be used for day- 
to-day scheduling but only to improve long- 
term planning and progress control. The system 
had consequences for the tasks of the planners, 
making their work transparent and taking away 
some of their tasks. Their reaction was more or 
less critical. 

In workshop D, work group consultation had 
been developed as a link in a Likert-like 
consultation chain from the management team 
to the shop floor. This consultation structure 
was considered both an essential element of the 
new organization design and a vehicle for the 
participative redesign of the workshop. In 
addition to this consultation structure, repre- 
sentative design groups were given the task to 
deal with different aspects of the redesign 
programme. One of those groups had to deal 
with production control. The group proposed 
only minor changes in the control system 
during the redesign programme. The more far- 
reaching changes were proposed by super- 
visors and craftsmen after the workshop had 
introduced its major changes. Work group 
consultation proved to be a useful channel to 
bring these adjustments about. They were 
easily accepted because the changes fitted in 
with the new organizational announcements 
and originated from the many discussions 
within the work group consultation meetings. 
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Fig. 3. The locus of initiative and changing influence patterns. 


The idea to perform a feasibility study into 
the possibilities of a new computerized produc- 
tion control system was discussed in work 
group consultation in workshop E. The results 
of the study and the proposition of management 
to refrain from implementation were also dis- 
cussed and accepted on the shop floor. 

The study indicated that user participation was 
not a sufficient or an enforcing condition for the 
successful design and implementation of informa- 
tion systems. When the surrounding bureaucratic 
structures remain unchanged, user participation 
can even result in strong negative reactions after 
the system has been implemented. On the other 
hand, when it can be foreseen that the system 
will not have an impact on the work environ- 
ment of users after implementation, implemen- 
tation might be very successful without directly 
involving them in the decision-making. 


Control systems and changing power relations 
The study shows that the effects of the 
system on the organization could clearly be 


defined in terms of changing power relations: 
one actor, or one group of actors, having more 
or less influence on the behaviour of other 
actors. The impact on power relations was 
quite different in the five workshops. In work- 
shop A it was the central planning group which 
was the motor behind the development and 
introduction of a new production control 
system. It was the aim of this group to get a 
better grip on the production capacity within 
the production groups. It worked out that way 
in the course of time. Planners got a greater 
say at the cost of the discretion of the 
supervisors and the craftsmen. The supervisors 
were especially irritated by this change. In 
workshop C the effect was in the opposite 
direction: the planning office had been not the 
initiator of the introduction, but its target. The 
engineering manager was of the opinion that 
the influence of this office had always been too 
large. It controlled, in fact, the management of 
production. He wanted to give back this 
responsibility to line management. For this 
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reason he introduced a new management 
position in between his own position and that 
of the supervisors and the planning office. The 
implementation of a new production control 
system was a second intervention along this 
line. He wanted to have a better grip on the 
planning office and to make production control 
more transparent. As an effect, the planners felt 
restricted in their autonomy. 

The introduction of a standard system in 
workshop B was initiated by someone outside 
the workshop, i.e. the central engineering 
manager. His main objective was to make more 
effective use of the capacity of his five work- 
shops. The workshop manager and the repre- 
sentative work consultation felt slightly uneasy 
about the potential interference with their 
plans to introduce semi-autonomous product 
groups. When they found out that acceptance 
of the system did not determine its actual use 
they set their reservations aside. In fact, work- 
shop management took over the initiative in the 
implementation process. Supervisors and crafts- 
men saw little of the system and lost interest. 
The workshop manager and his planners suc- 
ceeded in strengthening their position by an 
active use of the system in dealing with the 
design and drawing groups in the engineering 
department. 

The priority in workshop D had been the 
introduction of semi-autonomous product groups 
and the decentralization of the staff functions. 
The most important changes in the production 
control system took place after the change-over 
of the organization. These groups had been 
given encouragement to determine their own 
information needs. The co-ordination between 
the groups (which had to share a common 
system) was not easy in the beginning, but in 
the course of time the groups managed to draw 
one line. The automation specialists fulfilled a 
leading, rather than a supportive role in this 
process. 

The case material shows that the power 
motive played an important part in at least 
three of the workshops. The implementation of 
the same kind of system was both to shift power 
from the central staff to the line organization as 
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well as the other way round. These dynamics 
are illustrated in Fig. 3. 


DISCUSSION 


One of the starting points of this study was 
that new control systems do not always lead to 
more effective control over organizational 
processes. In fact, they can result in less 
control. Our observations seem to be in line 
with this presupposition. The workshops all had 
to contend with pressure on the shortening of 
throughput and delivery times and the im- 
provement of delivery reliability. In four of the 
workshops, computerized production control 
systems have been introduced in order to 
respond to the increasing demand for speed 
and flexibility. These systems seemed to offer 
clear and straightforward solutions. Once imp- 
lemented, however, the effects did not appear 
to be very clear. In some of the workshops 
there were some vague indications that the 
reliability of delivery dates had been improved. 
Cost prices and delivery times or organizational 
flexibility hardly appeared to be improved as a 
result of the new system. In one of the cases, 
the performance on these output parameters 
even decreased in the period following the 
implementation of the new system. 

The study indicates that the structure of the 
production system and the culture of the organ- 
ization to a large extent determine the conditions 
for the effectiveness of new control systems. In 
this respect the reaction of one of the managers 
to the results of the study is illustrative: 


It is certainly possible to improve delivery times and to 

reduce costs in my workshop. But what can be the 
contribution of a new computer-based information 
system? If I look at the large number of indirect workers 
who are spelling out and controlling everything, who 
tell the craftsmen what to do, how and when, then I do 
not believe that such a system can improve the 
situation. If I won’t be able to overcome our organiza- 
tional problems, any new information system will 
become an addition to the pre-existing burden of formal 
rules and procedures. For sure, they will not replace 
them. Such an accumulation of control systems makes 
the situation even worse. 
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These observations are in line with the practical 
experience with sociotechnical redesign of 
production systems in the Netherlands (den 
Hertog & de Sitter, 1989; de Sitter, 1989): it 
makes no sense to introduce new control 
systems in organizations which are far too 
complex and too rigid. It will only result in too 
complex and rigid control systems. Production 
systems have to be simplified first. 

The first basic question in this study concerned 
the dissonance which was expected to arise 
when. vertical information systems are intro- 
duced in organizations which are trying to 
renew themselves. Considering the potential 
effects of the systems on the organization, there 
is reason enough to speak of a negative 
interference with the existing or future organ- 
ization. This danger was recognized in four of 
the five workshops. In two of the workshops an 
explicit analysis was made of the problems 
which could.arise. One of them, which was 
forced to introduce the system, looked for ways 
to avoid a negative effect on its organizational 
reform; the second workshop rejected the 
system’s introduction. The third workshop 
decided in advance not to use the system for 
day-to-day scheduling, and the fourth decided 
to adjust the system to the new organization 
later. Only in the fifth workshop was the 
matter never discussed in advance. It was the 
only workshop which had to contend with 
real problems on the shop floor after the 
implementation. 

The expected dissonance did not become 
manifest in the daily practice of production in 
four of the five workshops. They found ways to 
avoid dissonance by rejecting the system, 
adjusting it in a later stage or by making only 
selective use of the system. Remarkably, real 
problems regarding the implementation of a 
vertical information system arose only in the 
most bureaucratic workshop. Considering the 
formal characteristics of the system and of the 
organization one should speak of consonance 
between control systems in this case. The 
study makes two explanations plausible for 
these organizational responses. We have already 
referred to the first one: consonance is not so 
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much a function of the hardware and software 
characteristics of the system as of the actual use 
which is made of the system. That is the main 
route followed in the workshops which had 
chosen to renew their organization to avoid 
dissonance. One could refer in this respect to 
Mintzberg’s configuration hypothesis (1979, 
p. 219) which states that effective structures 
require an internal consistency between design 
parameters. The second explanation is that 
internal consonance cannot prevent dysfunc- 
tions when the design parameters do not fit in 
closely with the external situation. In other 
words, the implementation of vertical informa- 
tion systems in a bureaucratic environment 
strengthens bureaucracy. This can be fatal 
when the environment demands more flexibility. 
The internal configuration no longer fits in with 
the situation in which the organization operates. 
This is basically the content of Mintzberg’s 
congruency hypothesis (1979, p. 219). 

Two workshops were shown to be antipodes 
in the way in which they dealt with control 
problems. There seemed to be a persistent set 
of ideas about “the way we operate around 
here”, which guided daily action and deter- 
mined choices about the future. It can be seen 
as a consistent pattern of behaviour over time: 
the control style. The control style in one of 
these two workshops was shown to be in line 
with the external demand for flexibility, whilst 
the other became more and more dysfunctional. 
The other workshops were in the process of 
changing their control style to a smaller or 
larger extent. The new control style, however, 
was strong enough to deal with the potential 
dissonance connected with the introduction of 
new production control systems. The study 
indicates that the design alternatives offered by 
Galbraith (1973) are not equivalent in a 
dynamic environment. The development of 
self-contained tasks appeared to offer a better 
perspective on survival for the workshops than 
the introduction of vertical information systems. 


Levels of system choice 
It seems to be useful to differentiate the 
levels on which system choices have to be 
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customising of 
the system 
the actual use of 
the system 
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Fig. 4. Three levels of system choice. 


made. As is illustrated in Fig. 4, system choices 
have to be made at three levels: 


The system itself. The hardware configuration, 
the application software and the set of program- 
mes and files to be used. 


Customizing the system. In order to make 
the system operational, concepts have to be 
defined, inputs and outputs have to be specified 
and choices have to be made regarding the dis- 
semination and presentation format of output, 
run frequency, etc. 


The actual use of the system. This concerns 
the way in which people handle the system, 
whether information is used and whether valid 
data are put into the system. 

The second and third levels of choices seem 
to have a particularly important influence on 
the impact on the organization. The system 
variables, like the object of- control, the 
level of detail and so on, are given shape at 
these two levels. The hardware and software of 
the system only determine the constraints, 
especially in terms of accessibility and time 
span. The effectiveness of the system is finally 
determined by the use in. actual practice 
(Ackhoff, 1979). 


The strategy of change 

It is not surprising that the planning of the 
system design and its implementation were 
most formalized and detailed in the most 
bureaucratic workshop. Obviously, the control 
style does not guide only the production 
process itself, but also the efforts to change the 
production control systems. None of the cases 
can be considered as models of linear and 
rational project planning. The diagnosis phase is 
in most cases hastily bypassed. Formal project 
planning was only set up after the main 
decisions and choices had been made. The 
engineering works represent no extraordinary 
field of automation in that respect (Algera & 
Koopman, 1984; Argelo, 1982). The study 
stresses the importance of a good problem 
definition. When the problem is defined in very 
restricted terms, the solution will most likely 
also be defined in a very restricted way. The risk 
will be higher in bureaucratic organizations in 
which management is accustomed to splitting 
problems into smaller parts. 

If one looks into the effects of user participa- 
tion, the subject of our second basic question, 
one is confronted with contrasting patterns. 
Remarkably, in the workshop which put such a 
great deal of energy into the active involvement 
of supervisors and craftsmen in the design and 
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implementation phases, resistance was heavy 
after implementation. In addition, it should be 
observed that the workshops which hardly 
involved supervisors and craftsmen did not 
experience any real problems. 

One could infer that the concrete effects on 
the work situation weigh heavily for the 
workers involved. When the system in its final 
use does not have a real impact on the work 
situation, user participation is not likely to 
contribute to the acceptance and effectiveness 
of the system, assuming that the workers 
involved are informed at an early stage. User 
participation, however, can work out negatively 
when the users experience an impoverishment 
of their tasks and a restriction of their discre- 
tion, once the system is being implemented. In 
such situations, user participation can offer a 
means of facilitating the change process during 
the preparation phases. The users are stimulated 
to provide useful information about their work 
and suggestions for improvement. The conse- 
quences will have to be faced the moment the 
system has to be used. At that time, it becomes 
clear how the designers made use of the 
information. Thus, user participation is no 
panacea for all design and implementation 
problems. A number of essential conditions 
have to be fulfilled to make it work (den Hertog 
& van der Wee, 1982): 

(1) There must be enough room for shared 
decision-making. If most of the system choices 
are made in advance, user participation will 
only make people aware of their lack of real 
influence. 

(2) The systems themselves should be flexible 
to allow for adjustment to user needs once the 
system is in operation. The needs for adjust- 
ment become apparent by intensive use in 
practice. 

(3) The issues to be discussed must be 
relevant to users. The main question is: “Will 
the system have any impact on their work?” 

(4) The knowledge and experience of the 
users regarding their work should be recognized 
as one of the most valuable resources in the 
organization (Ehn, 1988). 

(5) Conditions should be created to handle 
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the conflicts which. certainly arise between 
different user groups during the project. The 
control style is very important in this respect. 
Conflict handling calls for open communications 
and non-bureaucratic relations. 

(G6) User participation cannot be restricted to 
the people who make the final decisions or 
whose know-how is needed to build up the 
system. Any person whose task and discretion is 
influenced by the system, or who influences the 
final effectiveness of the system itself, has to be 
regarded as a user in this respect. 

(7) The design alternatives and their conse- 
quences have to become clear and under- 
standable. This often requires training, the use 
of normal spoken language, the use of proto- 
types and dummies, and visits to other sites 
where the system has already been used for 
some time. 


Dealing with power 

The study shows that in at least two of the 
workshops the introduction of a new produc- 
tion control has been consciously used as a 
means for one actor in the organization to get 
more control over the behaviour of others. 
Such persons want to use the system to 
strengthen their own power position or to 
weaken that of others. In one case it was the 
engineering manager who wished to limit the 
influence of his planning office. In the other 
case the planning office purposively tried to get 
a stronger hold on the work of the supervisors 
and craftsmen. Remarkably, the system itself 
was almost the same in both situations. 

Two other workshops showed a quite dif- 
ferent tendency. Here the explicit choice 
was made to use the control system in such a 
way that sustained self-control by the semi- 
autonomous groups could be enhanced. Again, 
it should be noticed that the same hardware 
and software can be used in two ways: to 
strengthen vertical control and to enlarge the 
autonomy of peripheral groups. 

Another interesting observation based on the 
study suggests that in cases where system 
implementation was initiated at a relatively 
high level in the hierarchy, the system, once 


Level 


Policy determining 
user 


Functional user 


Operational user 


Passive user 
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TABLE 3. Users at four levels 


Role 


takes the final decisions on a 
project 


is responsible for a specialism 
or discipline within the 
organization; has the function 
which is the subject of 
automation 


works with the system in 
practice (presses the buttons) 


is faced with input and output 
without interacting with the 
system oneself 


Influence basis 


control of conditions (time, 
money, and manpower) 


knowledge and experience of 
one’s own “profession” and 
the organization 


the willingness to handle the 
system in the right way 


the willingness to produce 
good input and to use the 
output in an effective way 
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Particularly applicable 

during 

the pre-trajectory: preparation 
and definition 


the middle trajectory: 


programme of requirements, 
design procedures 


the post-trajectory: 
implementation and use 


the post-trajectory: use 


implemented, was hardly used to control 
behaviour at shop-floor level on a day-to-day 
basis. This observation could be in line with 
Mulder’s (1977) power theory which predicts 
that in situations in which the power distances 
are large (as between the engineering managers 
and the supervisors), there are no strong needs 
from the higher levels to enlarge this distance. 
In other words, the higher levels are not 
inclined to get tighter contro! of the work on 
the shop floor. 

The last observation concerns the different 
user groups and the shift of the basis of power 
from one user group to the other during the 
design and implementation process. The study 
distinguishes between four levels of users, each 
with its own interests and means for accelerat- 
ing or slowing down the design and implemen- 
tation process. These levels are illustrated in 
Table 3. 

User involvement cannot be restricted to one 
of these levels, because of the risk that users at 
other levels may unhook or slow down the 
process. Examples of this would include the 
postponement of decisions (Level 1), holding 
back information about the organization (Level 
2), or supplying false input by accident when 
the system is operational (Levels 3 and 4). 
Higher management has a strong influence at 
the beginning of the project. It can impose the 


introduction of a new system on the rest of the 
organization and control the human and finan- 
cial resources when decisions have to be made 
regarding hardware, software and the hiring of 
external experts. In the next phase (customiz- 
ing) the project becomes dependent on the 
designers and the staff within the organization 
who have the practical know-how required to 
build up and customize the system. The latter 
group especially derives its position from the 
existing control systems. They may consider 
the new system a threat, or a possibility to 
strengthen their position. At the same time, 
they are the primary source of the know-how 
needed for the design. In the operational phase, 
where choices regarding the use of the system 
are explicitly or implicitly made, much of the 
influence is shifting from management and 
designers to the level where the system is used 
and where inputs and outputs are controlled. In 
this phase, the latent conflicts between user 
groups often become apparent. One can design 
a system without involvement of these groups, 
but hardly impose its effective use on them. 


Implementation as a key issue 

This study offers a strong plea for research on 
implementation and the use of new control 
systems. The study indicates that the final 
impact of a system is strongly determined by 
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the organizational context and especially by the 
existing control style. The factual use of the 
system is the basic link between the system’s 
design and its effectiveness. In a recent study 
Voss (1988) illustrated that this area of adapta- 
tion of innovations is strongly neglected in 
organizational research on technological change. 
His analysis of the diffusion of Manufacturing 
Resource Planning (MRP) showed that the first 
critical concern about implementation appeared 
in the literature as long as fifteen years after the 
initial diffusion. The first integrative articles on 
“how to implement MRP successfully” appeared 
even later. As a consequence of this neglect, 
there seemed little or no transfer of knowledge 
from the implementation of previous technol- 
ogies and little from MRP to advanced manu- 
facturing technologies. 

This observation also applies to the specifics 
of the job shop environment in the engineering 
works. Our study focused on early applications 
of computerized production control systems in 
this area. In the meantime, most of the batch 
systems have been replaced by real-time on-line 
systems. A new generation of control systems is 
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at present in an early phase of experimentation 
and implementation: production control systems 
which make use of artificial intelligence. Systems 
designers (Brédner, 1990) explain that the 
problems with information processing have 
been solved and that the probiems with the use 
and interpretation of information can now be 
tackled by AI. But again the main organizational 
dilemma remains the same. A recent study of 
the West German R&D programme on produc- 
tion technology (Brédner, 1990) focused on 
the implementation and use of these systems in 
the engineering area. The study makes clear 
that firms have to choose between two basic 
options in order to meet the increasing demands 
on flexibility and speed: the renewal of the 
production structure and the introduction of 
Al-based control systems. The study clearly 
showed that the first route was far more 
effective than the second. The conclusions of 
this study made the authors of the present 
paper decide to rework their original draft for a 
wider audience twelve years after the field 
work took place. 
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ORGANIZATIONAL SOCIALIZATION IN ACCOUNTING FIRMS: A THEORETICAL 
FRAMEWORK AND AGENDA FOR FUTURE RESEARCH 
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Abstract 


Despite the importance of the socialization of staff members in accounting firms to prospects of organizational 
success, very little systematic theoretical or empirical work has developed in this area. This paper proposes a 
theoretical framework for this research by linking socialization to outcomes that pertain to the integration of 
the individual and by adapting mechanisms from institutional theory. In addition, this paper reviews the 
contribution of the extant accounting literature and identifies areas that future research should address. 


Audit organizations can have no greater con- 
cern than the adequate performance of their 
members. Attention to this topic spans all levels 
of the firm and all aspects of engagement. 
Concern about this performance also extends 
beyond the bounds of the organization to 
clients, regulators and educators. 

Most of the literature relevant to public 
accounting performance has had a very selec- 
tive scope. Typically, a single outcome variable 
is heralded as important and related to a set 
of antecedents. In this manner, separate lines 
of research have developed around job satisfac- 
tion (e.g. Albrecht et al., 1981; Aranya et al., 
1982), organizational commitment (e.g. Aranya 
et al, 1981, 1986; Dean et al, 1988), the 
technical execution of job requisites (e.g. 
Jiambalvo, 1979, 1982) and staff turnover (e.g. 
Leathers, 1971; Gaertner et al, 1987; Dillard 
& Ferris, 1979), Since these studies, for the 
most part, have not emphasized questions of 
theoretical integration, not as much is known as 
one would surmise from the sheer volume of 
research. Consequently, very few conclusions 
about the broader aspect of audit performance 
are possible. 

Current scholarship provides only a general 
outline about the origination of audit perfor- 
mance. This situation results not only from 
the prevalence of cross-sectional work, but 


also from how the research task has been 
conceptualized. Past research has asked what 
organizational, interpersonal and individual 
characteristics coexist with other states of 
interest. However, the dynamic aspects of 
development must be understood more ade- 
quately if research on performance in account- 
ing is to progress. How individuals become, or 
fail to become, the type of accountants that can 
carry organizations toward their desired goals, 
is an issue that needs more consideration. 

A framework for the integration of the public 
accounting performance literature would con- 
tribute to the development of this ambitious 
topic. Socialization could be an important’ 
underlying process that serves as the generalized 
issue that researchers interested in the indi- 
vidual level of performance should consider in 
more explicit ways. Socialization not only 
envisions the process of directed individual 
change over time, but also provides a nomo- 
logical net to organize the various outcomes 
that have previously been studied as unrelated 
subjects. 

This paper initially provides an introduction 
to the concept of socialization and the proposed 
framework. A detailed analysis of the frame- 
work's elements provides the organizing theme 
for the main body of the paper. Relevant 
literature is reviewed as a means of discussing 
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the current state of knowledge about these 
elements. Areas for future research are deve- 
loped from the theoretical orientation of the 
framework. The last two sections of the paper 
identify related topics and summarize the 
contributions of the framework. 


ORGANIZATIONAL SOCIALIZATION 
PROCESSES AND OUTCOMES 


Socialization can be usefully defined as the 
process by which individuals are molded by the 
society to which they seek full membership. 
“Socialization ... consists of a modification of 
the original and purely prepotent reflexes 
through instruction received in the social 
environment” (Allport, 1924). As a learning 
process, socialization continues throughout 
the life of the individual, although the con- 
text may change and become more specific. 
Child (1954) conceives of socialization as the 
narrowing of the range of individual behavior to 
accommodate the standards of the group. 

One means of reducing the scope of inquiry 
into the otherwise vast socialization arena 
is to conceive of the phenomenon as role 
acquisition. Role can be defined as a position 
in the social structure that links individuals 
through the construction of expectations re- 
garding behavioral and affective responses. This 
focus allows for the useful integration of the 
organization’s formal structure, the group’s 
interpersonal relations and individuals’ psycho- 
logical composition. Furthermore, the nature 
of the task-set, the dynamics of the learn- 
ing process and the incremental impact of 
inducements can be accommodated within this 
perspective. 

This vantage point does not necessarily imply 
a functionalistic presupposition. Adaption of 
individuals to roles cannot be expected to be 
uniform or complete. Moreover, the emphasis 
upon role does not preclude a consideration of 
the ways in which roles, and expectations 
surrounding them, are socially constructed. 
Conflict can also be part of role relations. This 
view of socialization allows for the considera- 
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tion of structured learning that is extraneous to, 
and temporally distant from, organizational 
roles. Since organizational entry should not be 
conceived as the commencement of writing to 
a tabula rasa, anticipatory socialization should 
be included. Focus upon the role does not 
assume the domination of formal modes of 
socialization. Informal socialization pertaining 
to behavior, attitudes and values about actions 
of individuals within the organization is part of 
role acquisition. 

Socialization demonstrates the primacy of 
the interests of the collective over those of 
individuals. The development of individuals is 
systematically shaped along lines defined by 
their service to the larger social unit. Just as 
children and residents are socialized as students 
and citizens, recruits are socialized as per- 
formers in service of organizations. Although 
this process is far from unproblematic or 
complete, socialization cannot be adequately 
understood apart from the objectives sought by 
socialization agents. 

Organizational commitment, generally defined 
as the goal congruence of individual and 
organization, is a general socialization objec- 
tive. Steers (1977) constructed a model of 
organizational commitment that classified ante- 
cedents as personal characteristics, job char- 
acteristics and work experiences. This division 
highlighted the simultaneous importance of 
individual, organizational and interpersonal ele- 
ments of the process by which people come 
to share the perspective and concerns of 
organizations. 

The focus upon commitment does not sug- 
gest that other outcomes are not objectives of 
socialization. Other constructs may have more 
immediate relevance to organizational goals. 
The technical execution of role requirements is 
the primary unit of organizational effectiveness 
and serves as the manifest goal of training 
programs. Voluntary turnover may constitute a 
socialization failure (see Hvinden, 1984). The 
departure of the individual represents the 
complete loss of any investment in socialization 
the firm has made. Job satisfaction can also be 
thought of as a socialization result, if for no 
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other reason, through its contribution to turn- 
over (Cotton & Tuttle, 1986). However, in so 
far that empirical evidence suggests parallel 
movement among these person—organization fit 
outcomes (Jauch et al., 1978; Mowday et al., 
1974; Porter et al., 1974, Cotton & Tuttle, 
1986; Hall et al., 1970), organizational commit- 
ment can serve as their representative for 
purposes of expressing a general socialization 
conseqience. 


A FRAMEWORK FOR UNDERSTANDING 
ORGANIZATIONAL SOCIALIZATION 


DiMaggio & Powell (1983) assert that organ- 
izations gravitate toward the characteristics 
of important environments as a response to 
uncertainty. Through competitive and propin- 
quity mechanisms, organizations adopt struc- 
tures that already exist outside the organization. 
Over time, organizations begin to resemble 
other organizations through their common 
tendency to shape themselves according to the 
demands of a shared environment. This inter- 
organizational isomorphism is a homogenizing 
force that cannot be understood in terms of 
technological necessity. DiMaggio & Powell 
describe three analytic categories in which 
isomorphic change occurs. Coercive isomor- 
phism subsumes forces imposed upon an entity 
from external sources. Mimetic isomorphism 
comprises tendencies to voluntarily pattern 
features according to externally observed in- 
stances. Normative isomorphism invokes the 
commonalities induced by the professionaliza- 
tion of organizational personnel. 

DiMaggio & Powell (1983) should be 
approached not as an isolated article, but as an 
important part of the broader literature usually 
referred to as institutional theory. Meyer & 
Rowan (1977), who considered the principal 
origin of this perspective, have been followed 
by many others that endorse notions that 
organizational success may require something 
other than technical proficiency. The organiza- 
tion may have to be “loosely coupled” in so far 
as its survival may require rationalized myths 
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whose purpose is to demonstrate to important 
constituents how the organization is in har- 
mony with societal norms, separate from an 
operational core whose work follows more 
technical standards but is not well observed or 
appreciated by outsiders. DiMaggio & Powell 
supplied a set of specific mechanisms for the 
incorporation of environmental influences in 
this process. Reviews of the institutional theory 
literature include Zucker (1987), Scott (1987) 
and Orton & Weick (1990). 

The continuing development of institutional 
theory also creates an important context for the 
DiMaggio & Powell piece. Some of the themes 
that have been developed include the inter- 
penetration of institutional and operational 
levels (Powell, 1985b; Tolbert, 1988; Zucker, 
1988b; Gupta et al., 1990), the specification 
of the link between the environment and 
organizational structure (Scott, 1987; Meyer et 
al., 1987; Dobbin et al., 1988), the role of 
external professional groups in the process 
(Abbott, 1988; Zucker, 1988a) and the debate 
on implications for organizational performance 
(Carroll & Huo, 1986; Zucker, 1988a, b). A 
great deal of attention has also been focused 
upon the link between micro and macro levels 
of the institutional phenomena (Tolbert, 1988; 
Zucker, 1987, 1988b), the “internal” organiza- 
tional ramifications of these forces (Pfeffer & 
Cohen, 1984; Finley, 1987; Orton & Weick, 
1990) and possibilities for individual action 
and agency (DiMaggio, 1988; Scott, 1987; 
March, 1987). Through these many areas, the 
DiMaggio & Powell portrait of mechanisms 
remains an important unifying thread. 

Although a formal application has yet to be 
attempted, socialization constitutes an impor- 
tant element of institutional theory. Powell 
(1988) states: 


An important aspect of institutional work is the 
socialization of new members which is undertaken most 
conscientiously by members with the greatest stake in 
the existing institutional order. The application of this 
theory to socialization would be a means of both 
advancing the development of institutional theory and 
contributing to the understanding of the substantive 
issues. Socialization involves individual action which, in 
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Fig. 1. A framework for organizational socialization. 


its aggregate, specifies the internal labor market of the 

_ Organization. Since the organization is what its members 
become, socialization spans micro and macro levels of 
analysis. 


Furthermore, socialization includes the devel- 
opment of technical skills and therefore has 
implications for organizational performance. 
This may enlighten the important issue of the 
interpenetration of institutional levels upon the 
operational level. When applied to endeavors 
such as accounting, the normative role of the 
profession also must become part of the 
analysis. 

DiMaggio & Powell’s model can be effec- 
tively utilized- as a basis to restructure the 
socialization literature. Individuals confront 
the organization as the most important environ- 
ment for their careers. Therefore, they have 
incentives to adopt attributes that are con- 
sistent with that milieu. Coextensively, an 
organization can reduce its uncertainty about 
the performance of its members when it 
can induce or encourage them to incor- 
porate elements compatible with those of the 
organization. 

Figure 1 contains a depiction of a model 
of organizational socialization that synthesizes 
the topics of organizational socialization and 
commitment. By applying.DiMaggio & Powell 
(1983) and selective elements of Steers (1977), 
this model facilitates the understanding of 
socialization in several ways. Firstly, by suggest- 
ing that organizational commitment is the out- 
come of socialization processes, two divergent 
literatures are juxtaposed. While the socializa- 
tion literature is specific about mechanisms 


Organizational 
contexts 


Organizational 


personal 
experiences 





TIMOTHY J. FOGARTY 


Socialization 
outcomes 


Organizational 
commitment 
and 
other 
work 
relevant 
outcomes 


and the process of change, but indefinite 
about outcomes, the commitment literature is 
clear about results but rather vague about 
antecedents. The combination of the two 
extracts the strength of each, when the latter 
provides dependent variables and the former 
serves as the source of independent variables. 
While this bridge has been alluded to by others 
(see Buchanan, 1974; Moreland & Levine, . 
1982; Ouchi, 1979), it has not been explicitly 
asserted. 

Figure 1 implies that the antecedent sets 
provided by Steers (1977) are situs for the 
operation of forces, rather than mechanisms or 
processes. With isomorphic forces as the focus, 
the categories provided by Steers’ commitment 
model add a useful context for the operation of 
socialization effects. The organizational situs 
pertains to the role occupied by the socializee, 
whereas the interpersonal situs relates to the 
status of the socializee. This division follows 
the analytical classification recommended for 
socialization research by Wheeler (1966). 


COERCIVE ISOMORPHISM 


Overview 

Coercive isomorphism envisions the use of 
forceful means to produce an individual that 
will serve organizational ends. The organization 
compels individuals toward performance that 
will best accomplish the tasks of the organiza- 
tion. This effort centers around power, authority 
and legitimization and acts across economic, 
bureaucratic and symbolic spheres. The economic 
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TABLE 1. Coercive isomorphic influence 


Situs 
Organizational Interpersonal 
Type role experiences 
Economic Exchange terms Attitudes about the 
reward system 
.Forced “investments” Trust in organization’s 
beneficence 
Structural Division of labor Perceptions of timing 
of mobility 
Technologically induced Group-based conception 
interdependence of worthwhile work 
supervisory relations 
Legitimation Belief in organization’s The “up-ending experience” 


mission 


Belief in meritocracy 


Acceptance of 


organization’s myths 


realm .establishes exchange terms that act as 
unnegotiable reward contingencies for indivi- 
duals. The organization also imposes a division 
of labor that shapes individuals’ emergent 
conceptions of the organization. The organiza- 
tion defines role content and role interrelation- 
ships that become implicit conditions of 
employment. An organization that can establish 
the legitimacy of its mission and means, effect- 
ively coerces the individual to conform through 
the suppression of potential conflict. 

Table 1 provides a summary and extension 
of the above discussion. For each type of 
coercive isomorphic influence, mechanisms for 
the transmission of socialization influence are 
listed and categorized in either the role or 
extra-role forum. 


Economic coercion 

Employers can require directed change from 
their employees by virtue of the power that 
their economic position conveys., This effect 
may be obvious yet its consequence is often 
overlooked. 

Economic coercion allows an integration of 
power, which has long been part of the 
socialization literature (see Child, 1954, Etzioni, 
1961; Clausen, 1968) and the exchange paradigm 
(Hrebiniak & Alutto, 1972; Angle & Perry, 
1983; Lorence & Mortimer, 1981; Jones, 1983). 


Symbolic mediation and 
interpretation of 
organizational behavior 


This facilitates more thorough analysis of the 
terms of the exchange. Furthermore, this per- 
spective invites the consideration of the balance 
of present and future exchange terms. Future 
terms involve the inherent coerciveness of 
forfeitable investments made by individuals 
(Sheldon, 1971; Farrell & Rusbult, 1981; 
Wanous, 1980). Individuals’ awareness of their 
personal economic viability is likely to be 
an omnipresent background feature in the 
direction and magnitude of purposeful personal 
change. 

Previous studies of public accounting would 
suggest that economic coercion is important in 
the socialization of staff accountants. Jiambalvo 
(1979, 1982) provides evidence that staff 
accountants perceive the firm’s reward struc- 
ture and attempt to shape their performance 
accordingly. Despite patterned perceptual im- 
perfections, the maintenance of a knowable set 
of reward contingencies can be viewed as 
the centerpiece of economic coercion. More 
specific performance variables such as prema- 
ture sign-offs, underreporting time, and the 
formation of turnover intentions have also 
been related to staff reactions to economic 
incentives (Hellriegal & White, 1973; Lightner 
et al., 1983; Margheim & Pany, 1986). In sum, 
the literature is fairly persuasive about the 
presence of economic isomorphic influence, 
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albeit not always attuned to its socialization 
implications. 

In that the economic forces that surround the 
provision of labor to public accounting firms 
have been shown to be not always in the clear 
interests of accounting firms, an opportunity to 
extend the insights of institutional theory 
exists. The firms’ use of strict economic induce- 
ments accords with a profit maximizing, short- 
run rationality but may be at odds with its 
interests in long-run, quality-conscious public 
service. The former objective is marked by 
a plethora of highly quantifiable measures, 
whereas the latter is very difficult for employees 
to signal accomplishment. While this tension 
has been referred to by many observers, it has 
not been articulated as a socialization problem 
or contextualized by institutional theory. 

Further research pertaining to the economic 
form of coercive isomorphic influence in public 
accounting must proceed upon a foundation 
of enhanced empirical knowledge about the 
importance of economic rewards to staff, the 
nature of reward provision and correlations 
between career intentions and perceptions of 
reward adequacy. The probabilistic offer of 
admission to partnership provides a rather 
unique opportunity for the accounting firm to 
economically coerce a wide set of behavioral 
responses from its staff. However, in order 
to build upon the institutional theory frame- 
work for socialization, studies that evaluate 
public accounting compensation should con- 
sider the consequence of behavior that is 
oriented upon a posteriori standards. Needs 
rationality can evolve into ritualistic display 
over time (Tolbert & Zucker, 1983). How 
positions acquire a certain organizational reward 
value exists in reciprocal relation to the social 
position of typical incumbents (Pfeffer & Davis- 
Blake, 1987). Furthermore, economic coercive- 
ness should not be accepted without an 
examination of localized variations, even when 
such amounts to negotiated chiseling (Finlay, 
1987). The broader labor market should also be 
considered in so far as it serves as an alternative 
environment for staff accountants that may be 
less coercive in its initial requisites. In sum, 
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the study of the economic exchange between 
staff and accounting firms provides great oppor- 
tunities to simultaneously contribute to the 
substantive knowledge about the profession 
and to extend the socialization model. 


Bureaucratic coercion 

Employees placed into an organization must 
navigate their careers through the structures 
that are an important part of how their 
experience is organized. Van Maanen & Schein 
(1979) detail six structural dimensions that 
may coerce socialization results. This work 
expands upon more conventional conceptions 
of structure which were limited to variables 
such as formalization, centralization and size 
(see Morris & Steers, 1980). Although struc- 
tural aspects such as time (Dannefer, 1984) and 
relative degrees of proaction (Reickers, 1987) 
may be relevant to socialization, research 
has often been limited to the immediate 
supervisory dyad in this regard. Although this 
structure has facilitated the investigation of the 
possible development of affective relations 
(Denhardt, 1968; Kotter, 1973; Schein, 1978) 
and the possible consequences for individual 
choice and discretion (Wheeler, 1966, Luthans 
et al., 1987), the use of organizational structure 
in a socialization vein requires more robust and 
explicit independent variables. This conclusion, 
however, begs the question of how structure 
and its effects are to be conceptualized. 

The study of bureaucratic isomorphic in- 
fluence upon accountants has been impeded by 
the dearth of knowledge about the structure 
of accounting organizations. While many re- 
searchers have used differences in functional 
area and organizational rank to explain patterns 
in socialization outcomes (e.g. Benke & Rhode, 
1980; Jiambalvo et al., 1983; Senatra, 1980; 
Bartunek & Reynolds, 1983), more detailed 
assessments of organizational structure pertained 
to the organizational level of analysis, and there- 
fore were inconclusive in their socialization 
implications (e.g. Ballew, 1982; Watson, 1975). 
The best forays into bureaucratic coercion have 
involved leadership in public accounting. Both 
Pratt & Jiambalvo (1981) and Heian (1986) 
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studied this structural dyad but neither could 
demonstrate an unequivocal leadership effect 
upon socialization outcomes. These results 
testify to the complexity of organizational 
structure as a socialization variable. However, 
there has not been a dedicated effort to unravel 
these consequences, nor have there been 
attempts to conceptualize structure in more 
ambitious ways for socialization purposes. 
Institutional theory explores the relationship 
between organizational elements. Therefore, 
it provides an agenda for future research 
on bureaucratic coercive influence. Working 
within notions of formal structure, some of 
the structural issues that can be explored 
include embedded ideas about appropriate 
career progress (DiMaggio, 1988), the alterna- 
tion of competition and symbiosis through 
the interaction fostered by “shared facts” 
(Oliver, 1988; Burt, 1978) and the attenua- 
tion of formal modes of control by more 
subtle modes (Gamoran & Dreebin, 1986; 
Dirsmith, 1986). Institutional theory invites 
the active incorporation of informal structure 
through the consideration of “fluid participa- 
tion” of members (Levitt & Nass, 1989), 
access (Powell, 1988), situational definitions 
(Powell, 1985a) and command over important 
resources through spatially distant work sites 
(Gamoran & Dreebin, 1986). Accepting the 
challenge presented by these dimensions will 
lead to additional understanding of the overlap- 
ping structures typically defined by rank, func- 
tional specialty and the client interface in 
accounting. The leadership formulation, albeit 
vogue (see Meindl et al., 1985), is not suf- 
ficiently dynamic to capture these important 
features of bureaucratic isomorphic influence. 


Organizational legitimation 

Legitimacy is a transcendent, pervasive force 
that often escapes observation. Halaby (1986) 
states that legitimation is a coercive subordina- 
tion element that allows more costly methods 
to be foregone. Socialization entails a rather 
complex set of nested legitimations, ranging in 
degrees of abstraction from a belief in an 
organizational meritocracy to the premise that 
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the firm provides value to its clientele. Schein 
(1960) describes the “up-ending experience” 
that could be a mechanism whereby individuals 
acquire the legitimations necessary to the 
perpetuation of the organization. 

Legitimacy, and its pursuit, lies at the heart of 
the institutional approach to socialization. Not 
only do values provide the basis for defining 
the organization’s domain and its cultural 
elements (Scott, 1983) but they also suggest 
that individuals behave in a certain way merely 
because it is the accepted way (Zucker, 1977). 
This tends to infuse the socialization process 
with a reified level that cannot be understood in 
terms of technological necessity (see Selznick, 
1949) nor as a response to economic induce- 
ment or structural constraint. 

Only a few pieces from the accounting 
literature can be identified that iilustrate the 
coercive operation of legitimacy as a socializa- 
tion for the task environment faced by auditors. 
However, this normative manifesto does not 
provide insight into the actual beliefs of 
practitioners. Dirsmith & Covaleski (1985b) 
document the selectivity of entrepreneurship 
and client service themes in a study of staff 
evaluation and feedback. This result could be 
taken as evidence of the limits of legitimacy 
as an element in the socialization of staff. 
In a different tradition, Richardson (1987) 
provides a cogent discussion of the operation 
of legitimacy in organizations. Although not 
extended to the socialization sphere or applied 
to the accounting firm context, this article out- 
lines several important approaches to legitima- 
tion. In sum, very little has been done to 
consider legitimacy as a subtle element in 
the socialization process undergone by staff 
accountants. 

Studies of the role of legitimacy in the 
actions of novice accountants would make an 
important contribution to the socialization 
inquiry. Consistent with Meyer & Rowan’s 
“logic of confidence”, Weick et al. (1973) 
suggest that people implant situations with 
logic in the presumption that such a logic 
must exist. How this occurs in accounting firms, 
and what consequences ensue, needs to be 
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Type 
Modeling 


Mentorship 
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TABLE 2. Mimetic isomorphic influence 


Situs 


Organizational 
role 


Observation of the ideal 
type incumbant’s 
performance 

Assimilation of new 
values about 
performance 

Avoiding uncertainty and 
adverse outcomes 


Serial structures — 


Interpersonal 
experiences _ 


Observation of ideal type 
incumbant’s “correct” 
attitudes 

Assimilation of non- 
performance values 
(subjective side) 


Serial structures — 


formal positions 


Specific role knowledge 


transmission 
Role transition 
facilitation 


Diffusion Law of primacy in 


role performance 
Larger path direction 


and preparation 


informal group 
Non-role insider 
information on acting 
the part 
Intangible social support 
for transitions - 


Linguistic routines 


Merger of role with 
non-role activities 


Avoiding differentiating Creative reconstruction of 
censure social order between 
cohorts 
understood. Orton & Weick (1990) review a Summary 


literature that suggests that the reaffirmation of 
shared values is the primary means by which 
organizations are held together. What are these 
values and how do they account for variable 
Staff participation in public accounting? Finally, 
Meyer & Rowan (1978) link legitimacy to 
anticipatory socialization by suggesting that the 
systematic promulgation of an ideology must be 
consistent with the values and biases acquired 
by staff before organizational entry. A full 
investigation of legitimacy as a socialization 
factor would have to consider the conditioning 
attributable to accounting education and the 
expression of the interests of accounting organ- 
izations in that process. In a wide range of 
activities, the latent production of legitimacy 
through the purposeful acts of accounting 
firm management should not be gainsaid by a 
research concentration on the manifest pur- 
poses of these efforts. 


The accounting literature offers very few 
insights into socialization as a coercive process. 
Although some efforts convey an incipient 
appreciation for these effects, the inattention to 
the central socialization issue and the lack of an 
organizing framework have contributed to this 
paucity of specific knowledge. Institutional 
theory offers a wide set of important issues that 
have the potential to explicate the coercive 
aspects of accounting staff socialization. 


MIMETIC ISOMORPHISM 


Overview ; 

DiMaggio & Powell portray mimetic isomor- 
phism as the process by which organizations 
implicitly gravitate toward similarity. Mimetic 
isomorphism involves internally initiated 
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change rather than change imposed by an 
outside agent. As applied to the socialization 
process, mimetic forces invoke the conception 
of newcomers observing successful incum- 
bents. Socialization occurs as individuals alter 
themselves as means to achieve the results 
they observe and aspire towards. Mimicry can 
also have defensive elements as individuals 
seek to avoid the censure associated with 
nonconformity. Although initiated by the 
socializee, the incentives, opportunities and 
the likelihood of successful mimicry are shaped 
by the organization. However, as a socialization 
force, mimetic isomorphism provides indi- 
viduals with active and creative parts in their 
development. 

Applied to the individual level of analy- 
sis, the DiMaggio & Powell treatment of 
mimetic influence can be specified as three sub- 
mechanisms. Role modeling, mentorship and 
diffusion processes are useful to distinguish as 
different mimetic isomorphic influences. 

Table 2 abstracts some of the critical aspects 
of mimetic isomorphic influence. The type of 
mimetic influence and the situs of this influence 
are used for these purposes. Table entries 
amplify the mimetic change discussion. 


Role modeling 

Role modeling conveys the use of incum- 
bents as exemplars for the career progress 
of the newcomer. Neophytes may identify 
admirable individuals or construct com- 
posites. In either case, they take the necessary 
actions to produce or exacerbate similar attri- 
butes within their selves. Role modeling is 
likely to be informal, partially unconscious 
and unknown to those serving as the ideal 
type. This process applies to behaviors, 
values, attitudes and beliefs as they are mani- 
fested in role performance and interpersonal 
experiences. 

No specific investigation of role modeling has 
been located in the accounting literature. 
However, Willingham & Carmichael (1968) 
discuss role modeling as the cornerstone for 
the proliferation of the “professional auditing 
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subculture”. The authors propose the existence 
of cognitive and relational norms that must 
be internalized by newcomers. Although no 
mechanisms for the development of this “accul- 
turation” are offered, this treatment focuses 
upon the importance of interpersonal contact 
with seasoned accountants. In sum, role model- 
ing in public accounting has not escaped the 
normative stage. 

Institutional theory points to the general 
dimensions of future role modeling research. 
Prior work revealing the existence of proximity 
effects and the construction of implicit social 
networks (see Galashiewicz, 1985; Galashiewicz 
& Wasserman, 1989) might help predict the 
extent and nature of role modeling in account- 
ing. The boundary-spanning nature of public 
accounting may necessitate the consideration 
of mimicry across organizational limits (see 
Fennell & Alexander, 1987). However, role 
modeling is fraught with countervailing ten- 
sions such as the need to demonstrate some 
personal “product differentiation” (Levitt & 
Nass, 1989). More general recognition for 
the various combinations of co-operative and 
competitive relations (Reddy & Rao, 1990) 
would also be a notable contribution. The 
fragmentation of role model influence may also 
exert its own consequence (see Meyer et al., 
1987). Although role modeling can provide an 
important validation of goals (King & Sonquist, 
1976), its development and design, as indicated 
by institutional theory, should not be assumed 
to be unproblematic in public accounting 
firms. For example, the extensive external 
orientation of accounting positions may impede 
the development of dominant internal role 
models. 


Mentor relations 

Unlike role modeling, mentorship implies the 
existence of a conscious relationship between 
specific individuals. The mentor provides in- 
formation, advice, encouragement and support 
to the protégé. This usually leads to enhanced 
organizationally-defined success for the pro- 
tégé. Mentorship is mimetic in that the protégé 
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is encouraged to develop along lines suggested 
by the mentor. This direction is often based 
on the mentor’s formulae for organizational 
prominence. Reviews of the mentorship literature 
have been done by Kram (1985) and Noe 
(1988). 

Dirsmith & Covaleski (1985a) studied men- 
torship processes in public accounting. They 
found mentorship prevalent and central to 
the socialization of new accountants. The 
authors contrasted this implicit mechanism 
with management by objectives (MBO), a 
formally adopted control mechanism. MBO was 
found to have little socialization consequence. 
This study illustrates the decoupling of formal 
structure from operational activity that lies at 
the heart of institutional theory. Furthermore, 
by revealing the operation of this mimetic 
process in the personnel evaluation process, 
this study demonstrates the feasibility of iso- 
morphic models at the individual level of 
analysis. 

The themes for future research in role model- 
ing discussed in the previous section also apply 
to mentorship. In addition, the institutional 
perspective provides a means of organiz- 
ing more specific issues. For these purposes, 
mentors can be conceived as organizational 
resources. However, the resultant resource 
dependency has its appropriate and inappropri- 
ate forms (Tolbert, 1985). Mimicry such as 
mentorship may be a means for the protégé to 
accrue an external referent of organizational 
prestige. This process also has several possible 
dysfunctions (see Perrow, 1961). Both of these 
perspectives attempt to delimit the functional 
presumption of mentorship and discern its 
socialization potential. Mentors also may be 
élites within the organization who tend to 
have their preferences adopted by others 
(see Galashiewicz & Wasserman, 1989). This 
view allows mentorship to be relevant to the 
problem of organizational perpetration in a 
more formal sense. However, these issues can 
only be addressed after empirical work has 
been conducted that establishes the basic 
frequency and more immediate consequences 
of mentorship in public accounting. 
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Diffusion processes 

Diffusion portrays the dependency of current 
events and occurrences upon previous ones. 
Early work experiences can be influential 
through their ability to shape and organize the 
perception of subsequent experiences. Current 
role performance and extra-role involvements 
can be generalized mutatis mutandis from past 
occasions of interaction in these contexts. Prior 
results form expectations , that invoke self- 
fulfilling prophecies. Diffusion in socialization 
may involve the degree of challenge in work 
(Berlew & Hall, 1966; Meyer & Allen, 1988), 
behavioral commitments (Schein, 1984) and 
facet identifications (Reickers, 1985). The pat- 
terning of current performance by performance 
in previous positions held throughout a course 
of organizational mobility blends socialization 
with the nascent sociological investigation 
of the career (Becker & Strauss, 1956; Van 
Maanen, 1976) and role transitions (Spierer, 
1977; Glaser & Strauss, 1971). In a different 
vein, the adaption of linguistic routines to 
new contexts emphasizes the interactive recon- 
struction of the social order through un- 
conscious verbal regularities (Manning, 1970; 
Corsaro & Rizzo, 1988). 

Diffusion within the work experience of 
accountants has not been studied per se. 
However, studies that focus upon specific 
work outcomes can arguably be reinterpreted 
as providing evidence of probable diffu- 
sion processes. The performance-evaluation 
criteria consensus literature (e.g. Wright, 1982; 
Jiambalvo, 1979, 1982; Jiambalvo et al., 1983) 
provides evidence of a diffusion of the stan- 
dards of quality work. The turnover literature 
could be re-examined for evidence of inade- 
quate diffusion. For example, Rhode et al. 
(1977) found the lack of expectational informa- 
tion and personal integration among those that 
voluntarily leave public accounting. Inadequate 
or dysfunctional diffusion may also contribute 
to the limited success of socialization for those 
that remain. 

The specific study of diffusion requires 
original, dedicated research consistent with the 
institutional focus. Rowan (1982) portrays 
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diffusion as “institutional building” since it 
involves the creation of definitions and rational- 
izations. DiMaggio (1988) recommends the 
identification of individual agency as part of 
the explanation of organizational persistence. 
Empirical work is also needed in illustrating 
the particular conduits of diffusion. Past re- 
search has recognized the importance of per- 
sonnel transfers and professional associations 
(Hinings & Greenwood, 1988) and interlocking 
voluntary membership patterns (Galaskiewicz 
& Wasserman, 1989). Zucker (1983) recom- 
mends an analysis of the authoritativeness of 
diffusion mechanisms for purposes of identify- 
ing the extent of these processes. Zucker 
(1988b) and Rowan (1982) provide two dif- 
ferent approaches to the prediction of the 
“success” and the stability of diffusion that 
could be used in public accounting socializa- 
tion context. The former uses entropy and the 
latter employs homeostasis as the means of 
discussing diffusion. i 


Summary 

Despite the rather extensive familiarity of the 
basic mechanisms of mimetic socialization, the 
literature answers very few questions about the 
operation of these forces in accounting firms. 
Institutional theory presents a broad agenda for 
future research. 

Van Maanen & Schein (1979) constitutes the 
single most useful exemplar to guide future 
inquiry into all types of mimetic socializa- 
tion influence. This study explicitly considers 
several dimensions of organizational struc- 
ture as they constrain role requirements and 
interaction possibilities. As applied to public 
accounting, this study would challenge re- 
searchers to incorporate the consequence of 
collective processing, formal versus informal 
modes, sequential career trajectories and quasi- 
fixed role change timing, inter alia, into 
their understanding of mimetic isomorphism 
of the socialization process. Studies of histor- 
ical evolution, inter-firm differences and organ- 
izational outcomes pertaining to the main- 
tenance of these structures would extend the 
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DiMaggio & Powell conception of this form of 
isomorphism. 


NORMATIVE ISOMORPHISM 


Overview 

DiMaggio & Powell identify normative iso- 
morphism as a third type of harmonizing influ- 
ence. Their discussion of this tendency centers 
around the ubiquitous increase in professional- 
ization within organizations. “Normative” refers 
to mutual adherence to the norms of a 
profession. This force is very applicable to the 
socialization process because the process of 
becoming professional must initially occur at 
the individual level. 

A profession can be understood as a complex, 
distinct configuration of work experiences 
that apply a systematic body of knowledge 
to socially important problems. Professional 
membership implies a lengthy and elaborate 
training experience, the need to meet high 
societal expectations for technical proficiency 
(Huntington, 1957), and the necessity to con- 
form behavior to certain ethical standards 
(Davis & Olesen, 1963). 

Professionals employed by organizations 
create interactions between the “culture” of 
the profession and that of the organization. 
Professionalization therefore serves as a separ- 
ate isomorphic influence which encourages 
organizational newcomers to become similar to 
their profession, not only as it is embodied by 
other organizational members, but also as it is 
defined by the profession’s espoused ideals. 
Inconsistencies between this force and other 
influences in the organization have been studied 
for some time (e.g. Shepard, 1961; Wade, 1967; 
Hall, 1968; Miller & Wagner, 1971). However, 
these studies have not expressed the multi- 
dimensional nature of professionalism (see 
Bartol, 1979). Moreover, they provided only 
a vague understanding of the means by which 
the profession is embedded and contextualized 
by the organization (cf. Davis, 1968). For 
example, optimal structural accommodations 
for the autonomy demands of professionals 
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TABLE 3. Normative isomorphic influence 


Situs 
Organizational Interpersonal i 
Type role experiences 
Professional Manipulation of a Absorption of a 
work distinctive knowledge professional ethos 

base toward the solution transcending the 

of important organizational interests of the 

problems organization 
Professional Technologically and Utilization of the , 

organizationally limited professional’s embedded 


self-image 


efficacy and achievement 


Professional 


attitudes tempered by the 
values requisites of “local” 
performance 
Structural 
conditions 


(see Mintzberg, 1979; Ouchi, 1980; Van Maanan 


& Bailey, 1984) commence, rather than exhaust, - 


the parameters of the socialization inquiry. 

Table 3 attempts to extend the understand- 
ing of this set of influences by distinguishing 
professional work, self-image, attitudes and 
values, and organizational structure. Consistent 
with previous tables, a second dimension varies 
the situs of the socialization episode. 


Accounting professionalism 

Previous studies of public accounting have 
helped specify the normative isomorphic effect 
of professionalism by illustrating the anteced- 
ents of its differential expression. Professional 
attitudes of accountants vary by functional area 
(Watson, 1975), tenure (Hastings & Hinings, 
1970) and hierarchical level (Schroeder & 
Imdieke, 1977; Aranya et al, 1981). The 
study . of conflict between professional and 
organizational inclination among accountants 
further illuminates accounting socialization by 
extending beyond the identification of a nor- 
mative influence. Interestingly, early studies of 
this conflict between. normative and non- 


“Cosmopolitan” tendencies 


linguistic codes to 
describe identity 
formed through shared 
experiences 


Comradeship of suffering 

Generalizations about 
appropriate auxiliary 
qualities i 


Degree of autonomy afforded Informal group support 
to professional judgment 
in the definitions of 
suitable ends and means 


or opposition 
regarding the level of 
professional autonomy 


normative forces indicated basic incompatib- 
ility (Sorensen, 1967; Sorensen & Sorensen, 
1972, 1974; Sorensen et al., 1976), whereas 
later studies showed the absence of important 
incongruity (Aranya & Ferris, 1983, 1984). 

The socialization implications of Lachman 
& Aranya (1986) merit particular attention. 
Gathering evidence from accountants in a 
variety of practice modes (i.e. large public, 
smal! public, industry, etc.) this study concluded 
that professional commitment: influences the 
development of organizational commitment. 
This result is consistent with other studies 
that identified a normative influence and evalu- 
ated its relative contribution to organizational 
socialization. In addition, this study links these 
relative contributions to organizational struc- 
ture, in so far as that is captured by the type of 
practice. Unfortunately, the precise nature of 
these contingencies was not articulated. 

Norris & Niebuhr (1983) proposed that 
professionalism would lessen the success of 
organizational socialization. They found that 
this antagonism was minimized when individ- 
uals perceived high levels of support from 
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others, and when they experienced more job 
satisfaction. Although the causality of the im- 
plied connection among these variables could 
be questioned, this finding bridges normative 
and other isomorphic forces with the reference 
group rationale that underlies the application of 
institutional theory ideas to socialization. 

Montagna (1968, 1974) argues that profes- 
sionalism acts as a partial substitute for bureau- 
cratic oversight in public accounting firms. 
However, there have been no empirical evalua- 
tions of the balance between autonomy claims 
of individuals and the firm’s interest in control. 
The resolution of that tension would seem to be 
central to the assessment of normative aspects 
of socialization. 

Knowledge about socialization in account- 
ing firms can be improved through an exten- 
sion of the organizational~professional com- 
mitment conflict tradition that investigates 
the similarity in the antecedents of each 
construct. Treating these constructs as endo- 
genous, rather than exogenous, would entail an 
elaboration of the processes for the formation 
of these attitudes. 

Normative influence in the socialization of 
public accountants should be subjected to 
greater scrutiny. Unlike legal and medical 
practitioners, accountants lack lengthy periods 
of exclusive professional education in contexts 
that approach what Goffman (1961) called 
“total institutions”. Without such an organization- 
free anticipatory socialization, normative in- 
fluence may be less salient, or less pure, and 
thereby more likely to be overwhelmed by 
coercive and mimetic forces that are more sui 
generis to the organizational context. Alternat- 
ively, public accounting firms may be able 
to reinvent the composition of professional 
influence as it fits their socialization and control 
purposes. This possibility is consistent with 
the recognition that current configuration of 
external forces and the lack of a distinct body of 
knowledge has eroded the professional claims 
of public accountants (Zeff, 1987). 

Other research projects find their inspiration 
from the ongoing progress of institutional 
theory. The relationship between the profes- 
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sion and the organizations dedicated to the 
practice of the profession must be more clearly 
understood. The accounting profession may 
have its own agenda for the composition of the 
work of public accounting organizations (see 
Sheets & Ting, 1988). The organization needs 
the profession’s co-operation to allow its prac- 
tice to succeed when social legitimacy is 
necessary (Tolbert, 1988). However, differen- 
tial sources of power and interests are difficult 
to discern if professional associations are dom- 
inated by the sub rosa interests of the larger 
practitioner organizations. Professional associa- 
tions are key mechanisms for the heightening of 
interdependency awareness (Reddy & Rao, 
1990). This, however, does not necessarily 
involve a normative set of values and behavioral 
constraints different from those implied by 
organizational membership. Particular interfaces 
that are constructed through the certification of 
individuals (Dirsmith, 1986) and through the 
consequent implications for personnel mobility 
(March & March, 1977) need more systematic 
investigation. Levitt & Nass (1989) suggest 
further that disciplines themselves convey 
normative influence. Could involvement with 
the accounting paradigm itself construct a 
socializing influence separate from that con- 
veyed by the organizational forms of the 
accounting profession? Still further, normative 
influence has to consider the ongoing adaptivity 
of the accounting profession to important 
external conditions (DiMaggio & Powell, 1983) 
and to the professionalization of important 
outside groups, such as its managerial clientele 
(DiMaggio & Powell, 1983; Levitt & Nass, 
1989). 


Summary 

The volume of research on accounting pro- 
fessionalism surpasses that of the other areas 
touched upon in this paper. However, without 
guidance from the fundamental issue of social- 
ization and a theoretical perspective such as 
institutional theory, most of the questions 
that form the first level of appreciation for 
normative influences in socialization remain 
unanswered. 
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The proposed framework for organizational 
socialization concentrates upon experience 
within the organization. The consequent de- 
emphasis of personal characteristics and prior 
life experiences is not intended as an assertion 
that such factors have no socialization relev- 
ance. Since their influence can be expected, 
incorporation would be appropriate. However, 
within the proposed framework, those exten- 
sions would have diminished the attempt to 
focus upon sociological processes that begin 
with organizational entry. 

Other research projects can elaborate this 
framework by specifying the nature of the 
operation of exogenous variables. For example, 
the literature on differences in psychological 
types and characteristics among accountants 
(e.g. Amernic et al., 1979; Aranya & Barak, 
1981; Loeb & Gannon, 1972; Jacoby, 1981; 
Aranya et al., 1986) could be used to hypo- 
thesize the differential impact of all types of 
isomorphic influence. Unfortunately, past re- 
search results in this area do not seem to 
provide strong a priori hypotheses. Demo- 
graphic variables, such as age and gender, 
would be interesting to examine in a similar 
manner. Studies such as Aranya & Jacobson 
(1975), Aranya et al. (1986) and Ferris (1981), 
together with anecdotal evidence gathered 
from practitioners, may provide testable propo- 
sitions. The accounting education literature 
also provides insight into anticipatory socializa- 
tion (e.g. Wright, 1977; Mayer-Sommer & Loeb, 
1981; Blank, 1984). 

Institutional theory supplies a large list of 
topics that are exogenous to this framework. 
Several of them are none the less sufficiently 
related to the socialization domain to merit 
some recognition. For example, the implicit 
assumptions about the nature of individuals as 
legitimacy-seeking, certainty-preferring satisficers 
may be important (Eisenhardt, 1988). At a 
micro-interactionist level, the social construc- 
tion of reality through negotiated order and 
linguistic work should be considered (Weick, 
1976; Hanson, 1981). Other elements include 
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the impact of employee selection and innova- 
tion upon the organization (Lincoln, 1990), 
resource control implications of legitimacy 
(Tolbert, 1985; Pfeffer, 1985), and possible 
functional area differences within the firm (Enz, 
1988). 


SUMMARY, CONCLUSIONS AND 
IMPLICATIONS 


This paper has attempted to provide a 
general approach to the poorly understood area 
of organizational socialization in accounting 
firms. The DiMaggio & Powell (1983) model of 
isomorphic change was adapted to the problem 
of the integration of the individual with the 
organization. This allowed the selective exam- 
ination of three types of influence which 
operated in both the formal role requisites and 
the more general interpersonal experiences 
of individuals. Each of these influences sum- 
marized the operation of a more specific set of 
processes that contributed towards the trans- 
formation of the autonomous individual into 
an organizational member. The DiMaggio & 
Powell model also constituted an entrée into 
institutional theory. Many themes capable of 
guiding future research can be found from a 
careful assessment of this perspective. 

Coercive isomorphic influence highlights the 
importance of factors that the organization 
imposes upon the individual as a condition of 
membership. Certain non-negotiable reward 
structures entice appropriate behavior. An 
organizationally defined structure divides the 
work and plans the experiences that individuals 
can have. The individual also may be swayed 
by the constant exposure to the ongoing 
legitimation of the firm. These mechanisms 
portray the organization as the generator of 
stimuli which incline the individual to respond 
in a predictable manner. Empirical work on 
accounting organizations has demonstrated the 
existence of these forces; however, no clear 
picture of their consequences or their interac- 
tion has emerged. 

Socialization through mimetic isomorphic 
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influence occurs when individuals pattern their 
actions and beliefs around role models, accept 
the counsel of mentors and creatively general- 
ize their experience with the organization and 
its work. As a voluntary and not entirely 
conscious set of processes, mimetic socializa- 
tion should be powerful, albeit uneven in its 
effects among socializees. The firm’s involve- 
ment is likely to be highly discretionary in 
the “distribution” of role models, mentor 
opportunities and job attributes. Most of what is 
currently known about mimetic influence in 
public accounting depends upon analogies 
to the knowledge accumulated from studies 
of other industries. The unique structural 
elements that pattern careers and work experi- 
ences in public accounting have not yet been 
formally considered. 

Normative isomorphism introduces the pro- 
fession as a socialization force, potentially dis- 
tinct from organizationally limited influences. 
Normative isomorphism directs individuals to 
conform to the ideal types of professional 
practice. As applied to public accounting, the 
weakness of the professional model combines 
with a confluence of external factors to dampen 
the potential conflict between normative and 
other socialization forces. However, this expec- 
tation is based on limited evidence about 
accounting professionalism. A revised approach 
to the study of professionalism would allow 
it to become a dynamic influence and a 
consequential process, rather than a static state 
of only abstract interest. 

More generally, institutional theory serves 
as a viable perspective for the further under- 
standing of the socialization of accountants. 
Institutional theory provides explicit treat- 
ment of adaptivity, conformity and legitimacy 
processes in a dynamic, partially rational envir- 
onment. As such, it conforms well with the 
primary dimensions of socialization. Institu- 
tional theory helps explain the conservative 
tendencies of socialization toward organiza- 
tional stability; however, it also allows the 
incorporation of dialectic tension and organiza- 
tion change through individual innovation and 
advocacy by self-interested parties. 
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Socialization must be assumed to be an 
omnipresent and pervasive process. For these 
purposes, rigid distinctions between formal 
and informal modes, and role and extra-role 
involvements, make little contribution. Indi- 
viduals cannot be conceived as passive or 
as tabula rasa. Instead, individuals have a 
very important choice-making and sense-making 
agenda. However, individuals engaged in this 
work have to be contextualized by organiza- 
tional structure. 

This framework’s value resides in its ability 
to direct future research. Toward that end, 
general research issues have been identified. An 
appendix also provides a more specific group of 
suggestions consistent with Merton’s (1968) 
advocacy of “theories of the middle range”. 
This framework strongly recommends interdis- 
ciplinary work that recognizes the guidance 
of institutional theory, the importance of organ- 
izational design and the pervasive need to 
conceptualize socialization as a continuing 
process. If these suggestions are followed, 
socialization research may realize its potential 
to bring together what have been considered 
separate areas of inquiry into performance in 
accounting firms. 

Tentative implications for the practice of 
accounting exist despite the brevity of solid 
empirical evidence. The pervasive influence of 
organizational structure in the socialization 
process translates into a need to re-evaluate 
how tasks are divided and organizational con- 
trol is achieved. Firms should be aware of 
the implicit coercion’ that exists in taken- 
for-granted aspects of the organization in order 
to anticipate and understand staff reactions. 
Mimetic isomorphism seems greatly untapped 
by firms that do not conspicuously and pur- 
posefully exhibit role models, encourage men- 
torship and facilitate positive diffusion. Firms 
should also recognize the potential strength 
and danger of normative isomorphism in their 
attempts to interpret and manage the meaning 
and implications of accounting professionalism. 
Although individuals largely control their dev- 
elopment, accounting firms possess power to 
shape results. This framework does not provide 
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a tool kit for socialization success, but it does 
identify a set of mechanisms that are additive 
and possible compensatory. A full socialization 
effort includes influence. of all isomorphic 
types. However, additional degrees of .some 
types may be made necessary by the frustration 
or impracticality of others. Perhaps different 
personality types in the recruit population will 
respond differentially to one form or another. A 
flexible socialization effort may be called for by 
the differences found important from past 
experience. The firm that understands the 
range of socialization possibilities will be better 
able to manage its critical resource. 

The application of institutional theory to 
accounting organizations seems particularly 
appropriate. The traditional domain of these 
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organizations is marked by a shortfall in solid 
technical imperatives. The salience of legit- 
imacy as a professional need cuts to the essence 
of accounting’s role in the capital markets. 
The meaning given to the work product of 
accountants, especially opinions on financial 
statements, requires a highly elaborate and 
poorly articulated intersubjectivity. These con- 
ditions combine with high regulatory potential 
and emergent professional claims to construct a 
near perfect context for institutional theory. 
While this review has undertaken a rather small 
part of this agenda by concentrating upon 
organizational socialization, any of these 
more macro-organizational topics must ulti- 
mately rest upon some set of socialization 
assumptions. 
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THE ATTITUDES OF OWNER—MANAGERS TOWARDS ACCOUNTING CONTROL 
SYSTEMS FOLLOWING MANAGEMENT BUYOUT 


C. STUART JONES 
School of Information Systems, University of East Anglia 


Abstract 


This paper describes the findings of an empirical study of the changes in accounting control systems (ACS) in 
the two years following management buyout. It addresses the central issue of why and how ongoing managers 
changed their perceptions of the role and importance of ACS. It shows that owner—~managers used ACS in a 
selective manner to facilitate changes in organisational structures and in the attitudes of participants, and to 
improve efficiency and profitability. Many management accounting techniques.continued to be used but the 
manner in which they were applied altered. These changes indicated a move towards improving matching 
between ACS and organisational contexts which was consistent with contingency theories. 


Although management buyouts (MBOs) and 
leveraged buyouts (LBOs) have received in- 
creasing attention during recent years most of 
the literature has adopted an economic per- 
spective and focused on their effects on 
efficiency, ownership and control, and share- 
holder wealth (DeAngelo et al., 1984; Jensen, 
1989; Kaplan, 1989). A recurrent theme has 
been that MBOs and LBOs result in financial 
gains for which there is “no explanation ... 
other than real increases in operating efficien- 
cies” (Jensen, 1989, p. 44). However, little 
attention has been given to the detailed internal 
adaptation of accounting systems to achieve the 
reported improvements in efficiency, profitability 
and cash flow. Yet it is possible that a better 
understanding of the role of accounting control 
systems (ACS) following MBO may help to 
explain the interesting phenomenon that the 
“same managers with the same assets are able, 
when provided better incentives, to almost 
double the productivity and value of the 
enterprise” (Jensen, 1989, p. 44). Thus the 
fundamental question addressed in this paper 
may be expressed as follows: 


Following MBO, do continuing managers, running 
essentially the same business, modify ACS or their 


perceptions of the importance and purpose of ACS, and 
if so, in what ways? 


The paper has six main sections. The first 
reviews the literature related to the role of ACS 
in conditions of rapid organisational change and 
develops three main propositions which seem 
to possess potential for shedding light on the 
fundamental question. The second section 
describes the methodology adopted for the 
empirical study. The subsequent three sections 
examine empirical evidence in respect of each 
of the propositions. The final section provides a 
concluding summary and introduces some 
implications arising from the study. 


ACCOUNTING CONTROL SYSTEMS AND 
RAPID ORGANISATIONAL CHANGE: THREE 
PROPOSITIONS 


The pleas for greater interest in the explana- 
tion of radical organisational change (Benson, 
1977; Burrell & Morgan, 1979; Cooper et al., 
1981) are slowly being met. However, under- 
standing still remains poorly developed because 
studies have been undertaken in organisations 
having very different contexts, cultures and 
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objectives — such as those found in public and 
private sectors. This makes it difficult to 
identify, with confidence, the main issues which 
are likely to explain changes in something as 
specific as ACS. We are, therefore, still a long 
way from a general theory of change for ACS. 
Consequently, the empirical researcher has 
little choice but to adopt an eclectic approach 
to the derivation of factors which possess some 
potential to explain anticipated or observed 
phenomena. This difficulty is compounded 
because of the “multiple interacting influences” 
which may affect ACS design (Evans et al. 
1986). 

The literatures of organisational and account- 
ing control include many discussions of the 
variables which it is thought influence opera- 
tional structures and ACS as part of such 
structures (for example, Otley, 1980; MacIntosh, 
1981). These discussions have frequently 
adopted a. contingency theory perspective. 
Particular attention has been devoted to the 
effects upon ACS of environmental variables, 
such as competition (Khandwalla, 1972) and 
technology (Woodward, 1970), and of internal 
variables such as organisational structuring 
(Pugh et al, 1968). However, contingency 
theory does not specifically address the issues 
of change (Otley, 1980). Nevertheless, its 
origins, as a means of explaining the many 
different ACSs found in organisations, imply 
that transition from one form of organisation to 
another, or from one environmental state to 
another, will be accompanied by modifications 
in ACS. Thus the spirit of contingency theory 
potentially provides a useful way of conceptual- 
ising changes in organisational and accounting 
processes. 

An example of the use of contingency theory 
in this manner, which has implications for the 
present study, was described in Jones (1985b). 
The study concerned changes in ACS following 
corporate acquisitions and mergers. It followed 
the spirit of contingency theory but avoided 
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some of the problems of defining and measuring 
contingency variables, which are inherent in 
empirical studies which adopt a contingency 
approach (Otley, 1980). The study tested a 
prerequisite state which needed to be present 
for contingency matching to become operative. 
It proposed that if matching was to occur, 
senior managers in parent companies and 
groups had to be willing to accept lower 
conformity’? between ACS .in acquired com- 
panies and those in the parent group, if the 
acquired company operated in an environment 
which differed from that of the parent. The 
study found only weak evidence of this willing- 
ness. Although relatively lower levels of con- 
formity were observed in respect of some 
operational management accounting tech- 
niques (MATs), the desire to integrate new 
subsidiaries was dominant and resulted in high 
levels of conformity. It was concluded that: 


Overall MAS (management accounting systems) tended 
to bear the characteristics of the Universalistic theory of 
MAS with a substantial degree of carry-over expected 
from one organisation to another, regardless of organisa- 
tional differences and contingent variables were explicitly 
recognised to only a modest extent (Jones, 1985b, p. 321). 


Conformity stifled the attributes which have 
been hypothesised to be consistent with effec- 
tive accounting information systems in highly 
differentiated structures, such as permitting a 
sub-unit to relate each MAT to its own 
particular needs, to be selective in its use, to 
avoid information overload, and also to enable 
the parent company to be selective in its 
requests for feedback (Gordon & Miller, 1976, 
p. 62). 

In common with other empirical studies of 
change, for example Bourn & Ezzamel (1986) 
and Markus (1979), the study found that the 
widespread changes in ACS were frequently 
resented and even resisted (Jones, 1985a). The 
outcome, in the acquired companies, was 
reduced morale and dysfunctional ACS which 


‘Conformity embraced: the documentation and paper systems used; the timing for reporting, budgeting and 
corporate planning; and the management review procedures adopted. 
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probably contributed to the relative failure of a 
high proportion of the companies. A later study 
by Harrison et al. (1988) provided extensive 
confirmation of these findings. They also identi- 
fied problems arising from conformity and 
argued for a “more flexible approach to MAS by 
acquiring companies”. 

In contrast to mergers and acquisitions, 
MBO, which involves separation from a parent 
group or company, diminution in size, and a 
simplification of integrative problems, reducs 
the need for conformity and introduces the 
prospect of closer matching with contextual 
variables. Thus changes may be expected: in 
documentation and paper systems, for example, 
to reduce information overload and improve 
selectivity; in the timing of reporting and of 
cycles for the preparation of plans and budgets; 
and in the management review procedures 
adopted. The marriage of ownership and con- 
trol may be expected to facilitate such changes 
because owner—managers have enhanced, free- 
dom to choose appropriate ACS coupled with 
power to effect changes. This contrast, between 
the conformity associated with acquisitions and 
the greater freedom to be selective accompany- 
ing MBO, provides the basis for Proposition 1: 


The independence gained by MBO will lead to 
improved matching between ACS and contextual 
variables. 


The literature of contingency theory suggests 
that such improved matching facilitates respon- 
Siveness to environmental conditions and 
enhances morale by supporting appropriate 
organisational cultures. Other things being 
equal, these attributes lead to increased effi- 
ciency and profitability. The published evidence 
concerning the success levels of corporate 
mergers and acquisitions and MBOs and LBOs 
provides interesting contrasts. Although the 
definition and measurement of success poses 
many problems, there is evidence that the 
former are prone to failure and the latter to 
SUCCESS. 

In his study of single mergers (as opposed to 
several acquisitions made in quick succession) 
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in the U.K., Meeks (1977) concluded: “that in 
all the seven post-merger years ... on average 
profitability showed a decline from the pre- 
merger level”. The typical decline was not 
enormous but it seemed that efficiency suffered 
after a merger. These findings were particularly 
disappointing bearing in mind that the release 
of synergy was, and is, commonly argued to be 
an important rationale for merging. 

Measuring the financial success of MBOs and 
LBOs is more difficult because information 
sometimes becomes privatised along with the 
company. Studies have concentrated on the 
effects upon shareholder wealth resulting from 
buyout and any subsequent sale or flotation. In 
studies in the U.S.A. Lowenstein (1985), Jensen 
(1989) and Kaplan (1989) have all concluded 
that, in the bullish markets of the 1980s, 
substantial gains have been produced for share- 
holders. Lowenstein attributes these largely to 
tax concessions. However, Jensen and Kaplan 
also found real increases in productivity and 
operating earnings. After adjusting for industry 
and business cycle trends, Kaplan found in- 
creases of 25% in such earnings from the year 
prior to buyout to the third year after buyout 
and a 96% increase in cash flow in the same 
period. Smith (1989) also found significant 
increases in operating earnings and cash flow 
which were achieved without sacrificing operat- 
ing ability by reducing discretionary expenditure ` 
on items such as maintenance and advertising. 
As mentioned earlier, Jensen (1989) concluded 
that there was no explanation for most of the 
gains other than real increases in efficiency. 

These findings, and the contrast with the 
relative absence of success for acquisitions, 
raise the possibility that the enhanced freedom 
to revise ACS or use them in different ways may 
have facilitated more effective operational man- 
agement. The contribution which ACS can 
make to management functions was expressed 
by Simon (1954) and his collaborators, in terms 
of problem-solving, score-keeping and attention- 
directing. These functions become potentially 
more important following MBO because of the 
challenge of servicing increased debt and 
compensating for the increased risk faced by 
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equity shareholders. This argument provides 
the basis for Proposition 2: 


Following MBO, pressures to improve efficiency will 
cause owner—managers to increase their reliance upon 
MATS capable of contributing to operational efficiency. 


The emphasis of the Simon et al. analysis is 
that ACS provide a basis for managerial action. 
There is evidence from MBOs and LBOs that 
changes in organisational forms which ac- 
company independence lead to revised modes 
of management. For example, Jensen (1989, 
p. 38) described LBOs as associations which are: 


Run by partnerships instead of the headquarters office in 
the typical large, multi-business diversified corporation. 
These partnerships perform the monitoring and peak 
coordination function with a staff numbering in the tens 
of people, and replace the typical corporate head- 
quarters staff of thousands. 


Although such large savings in staff are unlikely 
to be commonplace, his description implies 
profound changes in the ways of doing things 
and thinking about issues, that is, organisational 
culture. It seems unlikely that cultural revisions 
will be confined to the upper levels of manage- 
ment. The uniting of ownership and control and 
increases in the motivation of managers, which 
constitute the essential difference between a 
company before and after MBO (Wright & 
Coyne, 1985, p. 2), can be expected to affect an 
organisation at all levels. 

The opposite effect was observed following 
the integration of newly acquired subsidiaries 
(Jones, 1985a). Changes in organisational cul- 
tures, which took place as more bureaucratic 
controls were imposed, resulted in reductions 
in the motivation of participants at all levels. 
Similar problems have been observed in other 
studies involving changes in organisational 
culture. For example, Bourn & Ezzamel (1986) 
found that the introduction of greater financial 
accountability in the British National Health 
Service was resisted by many consultants 
because it threatened clinical freedom. 

The detailed mechanics by which messages 
concerning organisational culture are trans- 
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mitted through changes in ACS are still not fully 
understood. As with so many aspects of account- 
ing and human behaviour there are many 
interacting variables and each organisation and 
event is unique. For example, different out- 
comes have been observed from participation 
in budgeting which have led to the proposal 
that they are contingent upon the nature of 
the organisation (Otley, 1980). However, there 
is more general agreement, that participative 
procedures can improve morale, motivation 
and cohesiveness among groups of individ- 
uals (Schachter et al., 1951; Becker & Green, 
1962; Dunbar, 1971; Hofstede, 1967, p. 191; 
Hopwood, 1974). 

Although the effect upon efficiency of such 
procedures could be of importance in the 
context of MBO, for the present they are used 
only to illustrate that changes in ACS are 
associated with organisational culture. This 
association leads to Proposition 3: 


Following MBO, owner—managers will use existing ACS 
and modifications thereto, as a channel for effecting 
changes in organisational culture. 


METHODOLOGY OF THE EMPIRICAL STUDY 


At the time of the study a comprehensive 
listing of MBOs was not publicly available and 
the “population” had to be constructed mainly 
from financial press reports covering the period 
1984 to 1985. The population was confined to 
enterprises having a manufacturing base in 
order to improve the density of the study. 
Buyouts which were actually re-financing arrange- 
ments or management buyins — where a new 
or extensively modified management team in 
effect acquired a company — were excluded. 
The resulting population was relatively small 
and was not comprehensive. 

Thirty-six companies were invited to co- 
operate in the research. Two did not respond, 
12 expressed interest but regretted they did 
not have time, two had undergone further 
major reorganisation — such as acquisition — 
and 20 agreed to co-operate. Although inter- 
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TABLE 1, Analysis of changes in the perceived importance of management styles 





Decrease No change Increase 
in importance in importance in importance 

Imposed budget targets 3 6 5 
Participative budgeting - — 4 13 
Delegated authority for capital expenditure 4 3 2 
Meetings to review performance 1 10 6 
Meetings to review revised forecasts 1 5 9 

(12% ) (39% ) (49% ) 


N = 17. Where rows do not summate to 17 this indicates that a technique was not used before and after MBO. 


views were conducted in all of these companies 
the results from three companies were not used 
in the analysis either because of incomplete 
information, or management changes which 
effectively made the change a management 
buyin. Thus the results are based on interviews 
with senior managers in 17 companies. Each 
interview lasted for approximately two hours. 
In addition, one senior executive was inter- 
viewed in each of six of the parent companies 
in order to elaborate and confirm informa- 
tion gathered from bought-out companies 
and to enhance understanding of the organ- 
isational context and prevailing philosophies 
prior to buyout. This approach helped to 
overcome possible lapses of memory on the 
part of owner—managers because the practices 
of. the parent group had remained essentially 
unaltered. 

The interviewees in bought-out companies 
were either the chief executive or senior 
finance executive and in some cases both 
individuals. The key criteria were that indivi- 
duals be fully conversant with the reasons for 
buyout and with the ways in which ACS were 
used before buyout and how these subsequently 
changed. This limited the number of individuals 
with the requisite knowledge. The interviews 
were conducted approximately 18 to 24 months 
after buyout. It was not feasible to gain access 
much earlier than this because of the consider- 
able pressures on owner—managers. Repeat 


visits over a period of time were proscribed for 
the same reason. Two questionnaires were used 
to provide a framework for semi-structured 
interviews.” These were completed by the 
interviewer during the interview to ensure 
consistency of interpretation. 

In addition to discussing more general organ- 
isational and environmental issues relating to 
each buyout, specific questions were asked about 
14 MATs and five facets of management style (see 
Table 1). The MATs were grouped into three 
categories: planning techniques, forecasting tech- 
niques and operational controls (see Appendix A). 

The complexity of interacting variables, which 
potentially influence individual MATs, made it 
difficult to separate the effect of changes in 
their perceived importance when seemingly 
Opposing pressures were present. For example, 
long-range planning (LRP) has been associated 
with the integration of subsidiary companies 
(Denning & Lehr, 1972) and with improved 
motivation when participation is encouraged 
Gones, 1985a). Thus, following MBO, LRP 
might become less important as an integrative 
mechanism, but more important for the pur- 
pose of improving motivation. It was not 
feasible, in the present study, to attempt to 
measure these separate effects. Instead, emphasis 
was placed upon obtaining an overall measure 
of the perceived changes in importance of each 
MAT and this was supported by descriptions of 
attitudinal changes. 


2 Copies of the questionnaire can be obtained from C. S. Jones, The School of Information Systems, University of East Anglia, 


Norwich NR4 7T), U.K. 
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Because of their former membership of 
groups or large companies, all of the bought-out 
companies had well-developed ACS at the time 
of buyout, although in some instances account- 
ing services were partially centralised. Also, the 
buying-out managers had been accustomed to 
using ACS information and were, therefore, 
financially literate. 


EMPIRICAL EVIDENCE RELATED TO 
PROPOSITION 1 


The independence gained by MBO will lead 
to improved matching between ACS and contextual 
variables. 


The process of effecting management buyout 
led to the emergence of dominant persons or 
coalitions of persons. It was they who recogn- 
ised the potential of buyout and overcame the 
political and practical difficulties that attended 
negotiations. After buyout they assumed the 
revised status of owner—managers, although in 
common with other LBOs and MBOs (Wright & 
Coyne, 1985) they did not always hold a 
controlling interest in a legal sense. 

Separation from the parent removed the 
superior hierarchy and its associated power. In 
many respects this power, or its equivalent, 
devolved upon them and they assumed a 
position relative to colleagues who chose not to 
join, or were excluded from, the buyout team. 
The extent of their power to effect changes was 
reflected in labour relations. For example, there 
were instances of owner—managers seizing the 
opportunity to reduce workforces, weaken the 
influence of trade unions (by reducing the 
number recognised for wage bargaining), intro- 
duce staff associations, or change the terms of 
employment of manual workers. 

Although owner—managers were able to 
modify organisational resources and structures, 
and ACS as part of these, they were ultimately 
constrained both by unwritten conventions 
concerning acceptable human relationships and 
by contractual relationships with financial 
backers. In some respects the backers assumed 
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roles which were similar to those of the former 
parent. For example, they were interested in 
financial performance, and it was usual for 
bought-out companies to be contractually 
bound to provide business plans, budgets and 
routine performance reports. Despite these 
constraints, owner—managers did not perceive 
the backers as having replaced the hierarchical 
role of the parent and there was strong 
evidence that “freedom to run the business” 
was a welcome reality. 


The extent of perpetuation in technical 
aspects of MATs ; 

There was no evidence of any requirement to 
provide plans and reports in set formats 
although the timing was sometimes prescribed 
in terms of “annual” plans and “monthly” 
accounts. With the exception of this timing 
conformity ceased to be an issue after MBO and 
companies used the opportunity to modify ACS. 
Some indication of the extent of the changes 
can be implied from the relatively modest 
perpetuation of pre-buyout systems which was 
found in the 17 companies studied. Although 
some companies did not modify individual tech- 
niques, Table 2 shows that, for the sample as a 
whole, considerable changes were introduced. 

There were no techniques having a high 
degree of perpetuation and the degree of 
change differed for the various MATs. For 
example, operational controls, with the excep- 
tion of cash reports, were altered least. One 
possible explanation was that these techniques 
had been subject to lower levels of conformity 
with the practices of the former group. This 
interpretation was consistent with the findings 
related to changes following corporate acquisi- 
tions (Jones, 1985a; Harrison et al., 1988). 
Thus, despite relatively high conformity in ACS, 
managers were likely to have formerly been gran- 
ted more discretion to adapt operational controls 
to a particular business and its environment. 

The low perpetuation of planning techniques 
(Table 2) also provided evidence which was 
consistent with the findings related to changes 
in ACS following corporate acquisitions. Jones 
(1985a) found that techniques such as long- 
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TABLE 2. The extent of perpetuation in MATs following MBO 





Very low Low Moderate High 

Planning Long-range Formal 

techniques Shorter-range capital — — 
expenditure 
appraisal 

Forecasting Revised Fixed 

techniques — year-end period — 
forecasts budgets 

Operational Cash Performance 

controls — reports reports — 

Cost/profit 


and shorter-range planning and formal capital 
expenditure appraisal were subject to high 
levels of conformity because they were asso- 
ciated with the integration of large and com- 
plex groups (Denning & Lehr, 1972). MBO 
reduced this need and enabled owner—managers 
to introduce more appropriate formats and 
procedures for the preparation of plans. 

There was evidence that owner—managers 
had been unhappy with planning as practised 
before buyout, and this also prompted changes. 
For example, the following comments were 
made: 


the plan was nonsense — a political document and a 
group charade (J Ltd); 


planning was a joke, we just took out the previous plan 
and altered the figures (G Ltd), 

planning was a waste of time (H Ltd); and 

the group wanted an academically good plan presented 


as a polished document — but it usually lacked reality 
(F Ltd). 


A number of managers explained their disdain 
in ways which highlighted the limitations of 
uniform ACS for integrative purposes. For 
example, it was suggested that, because a 
company had been small in relation to the 
group, a good or bad plan had little impact on 
consolidated plans in respect of group strategies 
or upon resource planning. Other managers felt 
they had received little, if any, reaction once a 
plan had been submitted to the parent and that 
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it did not become the basis for operational 
management. 

Similar comments were made in respect of 
budgets and periodic performance reports. 
Both of these techniques have been shown to 
be subject to high levels of conformity follow- 
ing corporate acquisition (Jones, 1985a). 
Nevertheless, as Table 2 shows, there was 
notably more perpetuation in the technical 
aspects of these techniques than was the case 
for planning techniques. As will be seen later, 
these tools were considered to be highly 
important and owner—managers preserved 
technical facets, which they perceived to be 
relevant to the independent business, but 
ceased to prepare data which had been required 
by the former parent. By so doing they 
exercised selectivity in their use of ACS in a 
manner consistent with contingency theory 
hypotheses (Gordon & Miller, 1976). 


The extent of perpetuation in the timing of 
reports and activities 

In contrast to these selective approaches to 
ACS the timing for accounting activities and 
reports continued largely unaltered and was 
also remarkably similar between companies. 
Thus annual budgets and monthly accounts 
were commonplace, although there was more 
variation in the frequency with which interim 
forecasts of performance were updated. The 
most notable changes in timing related to cash- 
flow reporting which, in some companies, was 
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changed from a monthly to a daily basis to 
accommodate revised pressures upon owner— 
managers. 


The introduction and abandonment of MATs 

The discussion of perpetuation has thus far 
concentrated upon the extent to which owner— 
managers modified technical aspects of existing 
accounting techniques. It is now appropriate to 
briefly consider whether new techniques were 
introduced or existing ones abandoned follow- 
ing MBO. The evidence presented in Appendix 
B shows that relatively few techniques ceased 
to be used following MBO (4%). Internal 
auditing was most commonly eliminated (five 
out of 17 companies) and only three companies 
continued to use the technique. Many respon- 
dents associated this technique with policing 
activities used by large groups to ensure 
compliance in subsidiary companies and decided 
it was, therefore, inappropriate for an indepen- 
dent company. 

Rather more techniques were introduced for 
the first time following MBO (8% ). The main 
explanation given by respondents was that they 
were introduced to facilitate improvements in 
corporate performance. However, this also 
implied increasing their ability to respond to 
environmental and contextual changes. For 
example, five companies introduced shorter- 
range planning, five began to calculate product 
contribution margins and four introduced cash 
flow reporting. There was no evidence that 
novel MATs were introduced, as a reflection of 
either choice or necessity. Thus the integration 
of revised organisational structures, and re- 
sponses to environmental changes were, for the 
most part, addressed by modifying the ways in 
which the established core of MATs was used. 


The match between planning techniques and 
environmental variables 

In an earlier section, criticisms of planning 
techniques, as operated in the former groups, 
were quoted as evidence that owner—managers 
desired change. Following MBO there was 
widespread evidence of more favourable and 
positive attitudes which led to the techniques 
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being adapted and used in a more relevant 
manner. For example, the following comments 
were made: 


long-range planning is now more meaningful (E Ltd); 


the accent is now upon strategy rather than profit — if 
we get the market strategy right the profit will follow (A 
Ltd); 


there is now more reality in our planning. Now we do 
not say we will save three people — we name them (F 
Ltd); and 


the three year plan is now part of our routine 
management (G Ltd). 


Further evidence of the adaptation of MATs to 
new circumstances was provided by the atti- 
tudes towards capital expenditure appraisal. All 
the companies studied were subject to some 
degree of capital rationing. As a consequence 
the delegation of authority for capital expendi- 
ture was virtually eliminated, although middle 
managers were encouraged to initiate and 
discuss projects. More rigorous screening of 
projects was introduced, as two managing 
directors commented: 


Capital expenditure is gone through ruthlessly. We do 
the job but have no money. £4.5 m of capital 
expenditure authorised by the group before buyout, but 
not spent, became a budget of £3 m after buyout. We 
achieved the same output result, but actually spent only 
£0.25 m (G Ltd); and 


The group threw money at projects to solve problems. 
We now solve them at a fraction of the cost (F Ltd). 


The revised attitudes to planning and capital 
budgeting were responses to the new circum- 
stances accompanying independence, such as 
increased risk and financial constraints. Modify- 
ing ACS to accommodate such constraints 
became feasible because conformity with the 
practices of a former parent was no longer 
required. This introduced the possibility of 
identifying at least a movement towards im- 
proved matching between MATs and environ- 
mental variables which was consistent with 
contingency theory hypotheses. For example, 
Gordon & Miller (1976, p. 60) proposed, 
amongst other things, that as environmental 
dynamism increases, effective accounting 
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TABLE 3. Changes in the perceived importance of planning techniques related to the pace of change in technology and 
state of competition 





State of competition 


Pace of change 


in technology Moderate 


Slow — 


(Celi 1) 
Moderate — 


(Cell 2) 
Decrease 
No change 
Increase 
(Cell 5) 
Decrease 
No change 
Increase 
(Cell 8) 


(Cell 4) 
Rapid — 


(Cell 7) 


High 
— Decrease < 
No change *F 
Increase 
(Cell 3) 
— Decrease _ 
D No change 
Increase 
(Cell 6) 
Decrease — 
— No change — 
— Increase 
(Cell 9) 


* Denotes relatively high importance attributed to technique before MBO; ^ denotes relatively low importance attributed to 
technique before MBO. 


information systems provide more non-financial 
information on such matters as competitors’ 
actions, and make greater use of forecast 
information. In similar conditions Amigoni 
(1978) suggested that effective systems must 
be more orientated to the future. 

Although the companies studied were sub- 
ject to increased financial risks, only one 
company (S Ltd), out of 17, considered that 
price and/or product competition had intensi- 
fied in the two years following MBO. Moreover, 
improvements in the U.K. economy had created 
“more favourable business environments than 
expected” for ten of the 17 companies. Thus, for 
the majority of companies the state of environ- 
mental dynamism was essentially unaltered. 

Applying the spirit of the Gordon & Miller 
and Amigoni arguments implies that the per- 
ceived importance of MATs associated with 


planning would not, therefore, need to alter 
following MBO. However, as has already been 
argued, contingency matching was unlikely to 
be present prior to MBO because of the 
dominance of conformity with parent systems. 
Therefore, any changes in the perceived impor- 
tance of planning MATs following MBO could 
indicate a movement towards improved match- 
ing with environmental factors. To express the 
point in another way, MBO would release 
planning techniques from the dominance of 
internal conformity to facilitate matching with 
the external environment. 

This proposition was tested by classifying 
each company according to the state of price 
and product competition and the pace of 
change in technology.” These independent 
variables remained closely similar for each 
company during the period of the study and 


> Methodology for measuring price and product competition and the pace of change in technology. The environmental 
and internal variables which contingency theory suggests influence ACS, are difficult to define and measure in a precise 
manner. For this reason, coupled with the limited access available to host companies, respondents were asked only to 
provide their perceptions of, for example, the intensity of price competition faced by their company, and whether it had 
changed since buyout. In Table 3 their perceptions are compared with the perceived changes in the importance of MATs 
over the same period. Thus the approach did not seek to identify associations between competition and ACS in an absolute 
manner. Rather, it concentrated on perceived responses in ACS to perceived environmental changes. Perceptions were 
typically measured on ordinal scales. For example, price competition was measured on a four-point scale ranging fram no 
competition to severe competition. 
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provided groupings of companies within five of 
the nine cells shown in Table 3. Changes in the 
perceptions of owner—managers in each com- 
pany towards the importance of planning 
techniques‘ were then introduced. 

As can be seen from Table 3, with the 
exception of E Ltd, companies operating in 
conditions of high competition either con- 
tinued to accord a high level of importance to 
planning or increased its importance (Cells 3, 6 
and 9). There were no decreases in importance. 
Companies experiencing moderate competi- 
tion, but subject to rapid change in technology 
(Cell 8), reduced the importance of planning. 
Both C Ltd and B Ltd switched their emphasis 
towards shorter-range planning because of the 
difficulties of planning for the longer term in 
conditions of rapid technological change. Two 
of the three companies operating in conditions 
of moderate technology change and moderate 
competition (Cell 5) increased the importance 
of planning. However, they continued to be 
relatively “low” planners. Overall, the impor- 
tance of planning seemed to be directly asso- 
ciated with the state of competition; and, in 
less competitive conditions, to be inversely 
associated with the pace of technological 
change. 

The fact that any changes at all occurred was 
significant and reinforced the descriptive evi- 
dence that owner—managers adopted more 
favourable attitudes towards planning tech- 
niques and perceived them to be more important 
and relevant following MBO. The changes were 
also broadly consistent with the Gordon & 
Miller and Amigoni hypotheses mentioned 
above. Given that environmental dynamism was 
essentially unaltered, the changes in impor- 
tance reflected movements towards greater 
matching with environmental contexts than 
had existed prior to MBO. 


C. S. JONES 


Concluding comments on Proposition 1 
Owner—managers possessed the power and 
willingness to modify existing ACS for the new 
circumstances, and within the constraints 
emanating from financial backers and statutory 
accounting requirements, were able to discard 
and introduce management accounting tech- 
niques. Changes in the financial risk and 
integrative needs of the independent organ- 
isations were accommodated by modifying 
technical aspects of MATs and managerial 
attitudes to their use rather than by introducing 
novel techniques. The outcome, in respect of 
planning techniques, was a move towards 
improved matching with the organisational 
context which was consistent with effective 
ACS as hypothesised by contingency theories. 
This contrasted with the undesirable outcomes 
of conformity which have been observed 
following the loss of organisational indepen- 
dence (Jones 1985a; Harrison et al., 1988). 


EMPIRICAL EVIDENCE RELATED TO 
PROPOSITION 2 


Following MBO, pressures to improve efficiency will 
cause Owner~managers to increase their reliance upon 
ACS capable of contributing to operational efficiency. 


This proposition is derived from the associa- 
tion between improvements in operational 
efficiency and financial success which has been 
observed in other studies of LBOs and MBOs. 
Before discussing the contribution of ACS to 
these outcomes it is desirable to establish 
whether companies in the present study also 
achieved financial success. 

Owner—managers were asked to identify the 
extent to which budgeted profit and cash flow 
had been achieved following MBO. For some 


4 Methodology for measuring perceived change in importance. Respondents provided two scores reflecting the 
importance of each management accounting technique and each aspect of management style at (a) the time of the buyout 
and (b) the time of the interview. This was approximately 18—24 months after buyout. The ordinal scale ranged from 0 (no 
importance) to 5 (very high importance). The frequency of responses was then calculated for each of three categories: 
decrease in importance; no change in importance; and increase in importance. 
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companies results were available for two years. 
For this purpose the budget used for compari- 
son was the operating budget. In some instances 
this was higher than the forecast agreed with 
the financial backers. Most respondents claimed 
that such forecasts were demanding because of 
the need to service much higher gearing and/or 
to prepare companies for public flotation. 

Nine out of the 17 companies studied 
achieved profit and cash flow which was above 
budget in the first year of independence. A 
further four companies failed to achieve bud- 
geted profit, but achieved or exceeded bud- 
geted cash flow. Overall, in the first or second 
years 14 companies achieved some measure of 
success in terms of meeting or exceeding profit 
or cash flow budgets. Thus, financial success 
seemed, in the short term, to be broadly 
consistent with the findings of other studies of 
LBOs and MBOs. 


Forecasting and operational efficiency , 

Before MBO, most managers regarded bud- 
gets as very important but somewhat flawed for 
the purpose of controlling the operating sub- 
sidiary, because of pressures to conform with 
group practices. Following MBO budgets con- 
tinued to be regarded as highly important but 
they were required to perform a modified 
function. For example, the managing director of 
P said: 


We were so small (in context of the group) that we 
didn’t create waves. The budget was a political docu- 
ment. Now it is our bible. It is not a blinkered view, 
although actual events may change a lot. 


The theme of realism was repeated by the 
managing director of N who also emphasised 
the importance of budgeting as a tool of 
management: 


Budget formats are less structured, but the end result is 
better. The quality of budgeting has improved. We need 
more knowledge as a tool of management and need it 
more urgently. Before the budget might have contained 
hopes. Now it is more realistic. 


The emphasis upon accurate forecasting was 
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also reinforced by more extensive use of 
periodic forecasts of year-end performance. 
Three companies introduced this technique for 
the first time and only one company (L Ltd) did 
not prepare such forecasts. 

Despite the emphasis upon realism there was 
evidence in several companies that chief execu- 
tives reduced consolidated budgets to reflect 
their private expectations. The lower budgets 
were communicated to external investors but 
budgets for operating departments were left at 
the original level. This sustained internal pres- 
sure to improve efficiency and provided a 
cushion for unexpected occurrences. These 
actions could be interpreted on attempts to 
minimise the risk which MBOs faced. Various 
other approaches were adopted by owner— 
managers to ensure that targets were met, 
including the preparation of: “profit assurance 
and improvement plans” to “underpin the 
budget” (L Ltd); a “bankable budget supported 
by action plans” (F Ltd); and the use of zero 
budgets to reappraise operations (J and H Ltd). 


Delegation of authority and operational 
efficiency 

There was evidence that in order to facilitate 
improvements in the quality of budgets and 
periodic forecasts owner—managers needed 
additional information concerning both exter- 
nal environments and internal operations. They 
also needed it to be able to make more 
informed decisions and to provide feedback on 
operational efficiency as a basis for action. 

As implied earlier inthis paper, the introduc- 
tion of new or novel MATs did not emerge as an 
important way of providing additional informa- 
tion. Only relatively few companies introduced 
techniques for the first time (Appendix B). 
Instead, the desired improvements were sought 
by placing more emphasis upon existing opera- 
tional techniques and by modifying attitudes 
towards their use. 

The extent to which owner—managers per- 
ceived the importance of individual MATs to 
have increased is shown in Appendix A. Although 
the companies studied had well-developed ACS 
before MBO, the perceived importance of 
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seven out of the eight operational techniques 
increased following MBO. For example, owner— 
managers considered that the use of cost 
centres, contributions for individual products, 
and variance reports had become more impor- 
tant in five, five and seven companies, respec- 
tively. With the exception of internal auditing, 
only a small minority of companies decreased 
the importance of individual MATs and this was 
usually due to the substitution of one technique 
for another. 

However, the full extent of changes in MATs 
is not reflected in the results in Appendix A 
because these could not be captured by 
movements on subjective scales. Thus, a parti- 
cular technique might have rated as highly 
important both before and after MBO, but for 
different reasons. In the analysis in Appendix A, 
this situation appears in the “no change” 
category (column b). 

The descriptions of attitudinal changes to- 
wards operational MATs provided additional 
insights to their use following MBO. They 
revealed that MATs were used to improve 
informational flows for forecasting and decision- 
making, and this was achieved, in part, by using 
selected MATS to clarify the delegation of 
authority. For example, the managing director 
of F Ltd described the changes in his company 
as follows: 


Compartmentalised budgets and extended cost centres 
were needed to get responsibilities nearer the ground 
... we needed to look at micro-parts of the organisation 
which were not significant on their own but were 
significant for improvement of the whole. 


This company manufactured precision compo- 
nents for a traditional, but declining, engineer- 
ing market. It had a history of loss-making and 
had been extensively reorganised prior to 
MBO. Nevertheless, after MBO it was felt that 
further improvements in informational flows, 
and subsequently in productivity, could be 
achieved by increasing the involvement of 
lower participants and by intensifying the use of 
cost centres. 

Similar changes in attitudes towards MATs 
were also found in companies that had been 
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relatively successful before MBO. For example, 
the following comments were made: 


Responsibilities are now assigned to cost centres and 
standard costing has been introduced. There is a greater 
feeling of responsibility to shareholders (Chief Accoun- 
tant of N Ltd). 


Factory standards are being done properly for the first 
time and inherited budgets (from before MBO), which 
were bad, replaced (Managing Director of G Ltd). 


Such concentration upon detail and accuracy 
provided improved information for decision 
making and potentially reduced the slack which 
lower participants might have formerly been 
able to incorporate within performance standards. 


Reporting and operational efficiency 

The sub-division of responsibility and ac- 
countability was accompanied by changes in 
attitudes towards routine reports. Both periodic 
performance reports and variance reports had 
been well established before MBO. All com- 
panies prepared monthly reports and only one 
did not prepare variance reports. Although, as 
discussed earlier, following MBO the timing of 
these reports was largely unchanged, their 
importance increased in almost half of the 
companies studied (8/17 periodic performance 
reports, 7/17 variance reports; Appendix A, 
column c). 

There was evidence, as for budgets, that 
conformity with the reporting formats of the 
former parent had resulted in the adoption of 
unfavourable attitudes towards periodic reports. 
For example, the following comments were made: 


Before we were a small piece of the whole and 
consolidated information was less critical (Managing 
Director of N Ltd); 


Although we used the parent company structure of 
accounts they bore no relationship to A Ltd but we had 
to use that format (Senior Director of A Ltd). 


Such emphasis upon the integrative role of 
periodic reports seemed to have reduced their 
relevance for operational control and improv- 
ing efficiency. 
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Although owner—managers were contractually 
obliged to submit regular reports to financial 
backers there was evidence that the changes in 
importance were not related to this external 
constraint but to the desire to improve the 
monitoring of internal efficiency. In some 
companies this was achieved by modifying the 
style and content of reports. For example the 
managing director of N made a comment which 
contrasted sharply with his earlier comment, 
quoted above: “More information is now re- 
ported. They are not messy systems but sen- 
sible, clean cut, flexible systems that have to 
work for survival”. In other companies reports 
became more disaggregated, in order to facili- 
tate control over delegated functions, and were 
also extended to include commentaries. For 
example: “The board report now incorporates a 
description section for each function ... this 
gives better and closer feedback” (Managing 
Director of K Ltd). In some cases the changes in 
attitudes towards reports weré quite extensive 
as Owner—managers sought to improve control: 
“There was very little comeback on the man- 
agement accounts but there has been a complete 
reversal of approach” (Managing Director of G 
Ltd). 

The intensification of operational control 
through reports extended to cash flow as well 
as profit. The removal of the safety net of group 
cash resources, combined with high gearing 
ratios, meant that cash management skills had 
sometimes to be learned or at least improved 
following MBO. However, this was achieved 
more by tighter day-to-day cash control than by 
formal monthly reports. For example, three 
companies claimed that cash flow was not 
reported on a monthly basis and two others 
claimed that the importance of such reporting 
had reduced following MBO. These changes 
again illustrated the willingness of owner— 
managers to use MATs in flexible ways which 
were related to their revised needs for information. 


Concluding comments on Proposition 2 
Although there was greater perpetuation of 

MATs associated with operational control than 

in those related to planning (Table 2) there 
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were extensive changes in both the importance 
of and attitudes towards operational MATS. 
Owner—managers initiated improvements in 
the quality of information, intensified formal 
controls which defined responsibilities, and intro- 
duced more disaggregated feedback. Although 
not discussed above, they demonstrated a 
willingness to invest in accounting staff and 
computing resources to achieve these changes. 

The revised operational MATs were clearly 
regarded as important means of increasing 
operational efficiency and fulfilling challenging 
profit targets. In common with the observations 
of Wright & Coyne (1985), it seemed that 
tighter cost control and good cash control 
made significant contributions to the success of 
bought-out companies. 


EMPIRICAL EVIDENCE RELATED TO 
PROPOSITION 3 


Following MBO, owner—managers will use existing ACS 
and modifications thereto, as a channel for effecting 
changes in organisational culture. 


This paper has concentrated upon the changes 
in ACS and the attitudes of owner—managers 
towards them. However, the study showed that 
such changes were only part of fundamental 
revisions in management style. ACS were closely 
implicated with these and provided channels 
for each owner—manager to communicate his 
or her revised philosophies concerning the inter- 
nal functioning of the independent organisation. 


Changes in managerial philosophies 

Some chief executives, notably those in 
companies that had histories of unsatisfactory 
financial performance, considered that changes 
in the attitudes of participants, at all levels, 
were vital to survival and the achievement of 
goals. For example, the managing director of F 
Ltd considered: 


I have been tough and ruthless with my senior 
colleagues (also participants in the buyouts) and have 
demanded that time scales for achievement be short- 
ened and things be made to happen. I have endeavoured 
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to remove functional guardianship and to expose them 
to the harsh realities of being an independent company 
operating in a traditional and declining market. 


As mentioned earlier, chief executives who had 
orchestrated buyout, and usually held larger 
shares of equity than the other owner— 
managers, possessed power to exercise strong 
leadership. However, the autocratic style of 
management implied by the above quotation 
seemed to be of short duration. The pre- 
dominent attitude of owner—managers was that 
the company comprised: 


A team of individuals whose members act from self- 
interest, but realize that their destinies depend to some 
extent on the survival of the team in its competition 
with other teams (Fama, 1980, p. 289). 


There was widespread acknowledgement that 
the fortunes of a bought-out company rested 
upon all employees, and the themes of fostering 
participation and openness were recurrent. The 
comments of the chief executive of E Ltd, a 
company in the packaging industry, typify the 
attitudes adopted: 


It is our deliberate policy to open up the business. This 
is good for knowledge, interface and morale and leads to 
integrated decision making. We hope this in turn leads 
to better performance. 


Some owner—managers believed that quite 
profound changes in organisational cultures 
were needed. These included reducing union 
control over work practices and employment 
levels, and removing barriers between workers 
and management. For example, the chief execu- 
tive of F Ltd claimed: “It has been necessary 
to break down archaic barriers between fore- 
men and workers, which inhibited dialogue”. 
It seemed that the attention of owner— 
managers, which had formerly been diverted by 
interactions with the parent, became con- 
centrated upon developing or restoring relation- 
ships with staff and workers in the independent 
unit. 

For example, some owner—managers said 
they had increased the frequency of their visits 
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to production units and introduced regular 
meetings for workers at which financial per- 
formance and prospects were discussed. At 
management levels there was greater emphasis 
on more regular but less formal discussion of 
operational and policy matters. 


ACS and revised managerial philosophies 
concerning participation 

The increase in less formal dialogue enabled 
problems to be identified more rapidly and 
improved flexibility to respond. However, the 
increase in informal methods of control did not 
reduce reliance upon more formal control 
through paper work systems such as ACS. As 
discussed earlier, all MATs, with the exception 
of internal audit, were perceived to have 
become more important. 

The changes in managerial philosophy were 
reflected in, and supported by, the approaches 
adopted to the preparation of formal controls 
such as budgets. All owner—managers claimed 
that participation in the setting of budgets was 
encouraged and in 13 out of 17 companies 
(Table 1) its importance increased following 
MBO. A frequently repeated comment was that 
“commitment to the budget depended on being 
involved in its preparation”. This philosophy 
was consistent with that of improving reality in 
forecasts and ensuring that targets were met. 
However, as mentioned earlier, participation po- 
tentially had many other effects including improv- 
ing morale, motivation and group cohesiveness. 

Participation also provided a communication 
channel for owner—managers to either incul- 
cate the changes they desired as risk-bearers, or 
to facilitate discussion about issues. It also 
provided a way of improving their knowledge, 
for the purposes of decision making, while at 
the same time limiting the power of sub- 
ordinates by reducing private and impacted 
information (Spicer & Ballew, 1983, p. 91). 
However, in common with the findings of 
Fisher (1989) there was no evidence that 
participation in budget setting was extended 
beyond middle managers. Thus, informational 
flows from lower participants and improve- 
ments in their morale were indirect, stemming 
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mainly from their dealings with motivated 
middle managers. 

Alongside increases in participation there 
was some evidence that discretion to propose 
budgets from below was restricted. Although 
the imposition of budget targets became less 
important in three companies, it was perceived 
as having become more important in five 
companies (Table 1). There was a modest 
association between loss making, or low profit- 
ability, and greater importance being accorded 
to the imposition of targets. This implied that a 
more assertive style of management was per- 
ceived as relevant to the management of crisis. 
However, there was no evidence that owner— 
managers believed that imposition detracted 
from their efforts to increase participation. 
Thus, it seemed that it was the spirit in which 
targets. were imposed that provided the desired 
signal to participants. If an imposed target was 
accompanied by appropriate explanations it 
could stimulate favourable responses rather 
than being disregarded as unachievable — a 
situation which existed in some companies 
before MBO. 

Capital budgeting was also subject to a more 
assertive style of management. As described 
earlier, increases in the intensity of capital 
rationing resulted in the centralisation of deci- 
sions and strict controls. Only five companies 
out of 17 (Table 1) retained any form of 
delegated authority for capital expenditure. 
None regarded it as of great importance and the 
discretionary limits were usually modest and 
“subject to it being in an approved budget”. 
However, the philosophy of greater participa- 
tion was sustained by encouraging managers, at 
all levels, to propose projects and to be 
involved in their evaluation. In general, this 
evaluation was much more rigorous than had 
been the case prior to MBO and resulted, as 
illustrated in earlier quotations, in much more 
efficient use of capital. Thus ACS frameworks 
for controlling capital were retained but dif- 
ferent emphases were applied to reflect revised 
managerial philosophies, which in turn were 
responses to modified organisational constraints. 
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ACS and revised management philosophies 
concerning formal meetings 

The increased emphasis upon participation, 
dialogue and more frequent informal meetings 
might have been expected to reduce the 
importance, if not the frequency, of more 
formal periodic meetings. However, this did not 
occur. In approximately one-third of companies 
monthly meetings to review performance be- 
came more important (Table 1). On occasions 
these meetings were also used to consider 
revised performance expectations and this 
formal review procedure increased in impor- 
tance in over half of the companies studied 
(Table 1). 

These meetings provided an integrative 
mechanism by which decisions, which had 
been made using less formal channels involving 
a few individuals, could be ratified or chal- 
lenged by senior representatives from each part 
of the organisation. This helped to ensure 
consensus among owner—managers and to 
convey images of efficiency and good order to 
financial backers and employees. Such images 
were regarded as important in companies 
which required additional injections of cash or 
when public or private flotation was envisaged. 

The increased importance attached to formal 
meetings was consistent with that associated 
with operational MATs which were discussed 
earlier. Owner—managers needed to ensure that 
every facet of the organisation was scrutinised 
and they utilised both formal and informal 
means of achieving this. The outcome was an 
increase in the total amount of control that was 
exercised. However, the changes were made 
more acceptable by adopting more open and 
participative organisational cultures. 


Concluding comments on Proposition 3 
Changing the attitudes of participants at all 
levels was necessary in order to respond to the 
challenges of independence and was perhaps 
the most important task faced by the owner- 
managers. However, during the interviews it 
was not possible to identify direct associations 
between changes in MATs and attempts to 


166 


modify culture. For example, owner—managers 
perceived that the importance of cost centres 
had increased. They associated this with the 
need to improve information and increase 
operational efficiency by extending the delega- 
tion of authority and control. However, a more 
fundamental purpose might have been to 
restrict the. power of lower participants and 
ensure compliance. The real reason was probably 
a blend of both, complicated further by desires to 
encourage participation. Either way changes in 
MATs could not be divorced from changes in 
culture. In her empirical study of resource 
allocation in the health service, Nahapiet 
(1988, p. 355) expressed the point as follows: 


... the relationship between accounting and organiza- 
tion is a complex web of multiple connections and 
mutual influences evolving over time ... and ... the 
development of new accountings can play an important 
role in enabling organizational change. 


Not all empirical studies of change in ACS 
have revealed that the transition was effected 
smoothly. For example, Markus & Pfeffer (1983) 
found that changes to centralised databases 
were resisted. They concluded that failure to 
consider the effects upon the distribution of 
power was probably the root cause. Similarly, 
following corporate acquisition Jones (1985a) 
found that the introduction of conformity in 
ACS was resented because of the implied 
redistribution of power. The present study did 
not extend to interviewing lower participants 
to ascertain their feelings concerning the 
changes. However, owner—managers did not 
admit that there had been’ any significant 
difficulties in introducing changes. There seemed 
to be a willingness to accept changes as an 
inevitable, and indeed desirable, consequence 
of independence. The financial success achieved 
by a majority of the companies studied seemed 
to support the view that morale and motivation 
improved following MBO. 


CONCLUSIONS AND IMPLICATIONS 


Becoming an independent company by 
means of management buyout intensified the 
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personal risk of owner—managers and corporate 
tisk, arising from financing arrangements and 
changes in organisational structures. Owner— 
managers acquired enhanced, but bounded, 
freedom and power to respond to such risks. 

Improvements in operational efficiency were 
achieved by modifying organisational struc- 
tures and the attitudes of participants. These 
modifications were interrelated with changes in 
ACS. Freedom from conformity with the prac- 
tices of the former parent resulted in planning 
techniques being more closely matched with 
organisational contexts. Although there was 
greater perpetuation of MATs associated with 
operational control there were also increases in 
the quality of information and intensification of 
formal controls. Changes in attitudes towards 
ACS were associated with and facilitated man- 
agerial philosophies which extended informal 
control, through participation, as well as formal 
control, through documentation and meetings. 

Despite the continuity of key managers, in 
essentially the same business, accounting con- 
trol systems did not continue as before but 
were intimately involved in the emergence of a 
revised social reality. There were many factors 
at work in this process and additional theories, 
such as those related to power, agency relation- 
ships and labour processes, could have been 
introduced to help explain events. However, 
access was strictly limited and greatly extended 
research resources would not have resolved 
that problem. 

The study raised important questions con- 
cerning the former principal—agent relation- 
ships which enabled continuing managers to 
achieve the improvements. Owner—managers 
were repeatedly asked during interviews “why 
did you not make this or that change before?” 
Many respondents cited constraints created by 
the former group and some of these were 
related to ACS and the imposition of conformity. 
Such issues have been identified as dysfunctional 
in studies of corporate acquisitions (Jones, 
1985a; Harrison, 1988). 

Finally, the study covered only the first two 
years following MBO. Although there was no 
evidence to suggest that lower participants 
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were unwilling to accept changes in ACS, the 
question arose whether their acquiescence 
would be sustained once the company was 
firmly established. Although “small seemed to 
be beautiful” there is evidence from a later 
study that improvements in financial per- 
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formance during the three years following 
buyout is not maintained thereafter (Touche 
Ross & Warwick Business School, 1989). This 
raises the interesting question of whether, and 
if so how, might ACS be further modified to 
cope with diminishing performance? 
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APPENDIX A 


Changes in the perceived importance of management accounting 
techniques following MBO 


Decrease No change Increase 
in in in 
importance importance importance 
(a) (b) (c) 
Planning techniques: 
Long-range 3 3 5 
Shorter-range 1 4 10 
Formal capital 
expenditure appraisal 1 10 6 
(12% ) (40% ) (48%) 
Forecasting techniques: 
Fixed period budgest - 14 
Rolling budgets 1 1 1 
Revised year-end 
forecasts = 9 7 
( 3%) (67% ) (30%) 
Operational controls: 
Cost centres 1 10 5 
Profit centres 1 5 5 
Product contributions 2 10 5 
Contribution costing 
(for decision making} - 10 3 
Performance reports ~- 9 8 
Variance reports om 10 , 7 
Cash-flow reports 2 6 6 
Internal auditing 5 4 = 
(10%) (56% ) (34%) 


N = 17. Where rows do not summate to 17 this indicates that a 
technique was not used before and after MBO. 


APPENDIX B 
The introduction and abandonment of management accounting 
techniques following MBO 3 
Number of Number of 
companies companies 
introducing abandoning 
MAT MAT 
Planning techniques: 

Long-range 3 

Shorter-range 5 

Formal capital 


expenditure appraisal 


Forecasting techniques: 
Fixed period budgets 
Rolling budgets ` 1 1 
Revised year-end forecasts 


Operational controls: 
Cost centres 2 
Profit centres 1 
Product contributions 2 
Contribution costing 
(for decision making) 3 
Performance reports 
Variance reports 1 
Cash-flow reports 
Internal auditing 5 


Percentage, for all techniques, 
of companies effecting change 8% 4% 


N = 17 for each management accounting technique. 


Accounting, Organizations and Society, Vol. 17, No. 2, pp. 169-183, 1992. 


Printed in Great Britain 


0361-3682/92 $5.00+.00 
Pergamon Press plc 


AUDITOR BELIEF. REVISIONS IN A PERFORMANCE AUDITING SETTING: AN 
APPLICATION OF THE BELIEF-ADJUSTMENT MODEL* 


BUCK K. W. PEI 
Arizona State University 


SARAH A. REED 
Texas A&M University 


and 


BRUCE S. KOCH 
University of North Texas 


Abstract 


Based upon Hogarth and Einhorn’s “belief-adjustment model”, the present research tested the model's 
recency effects prediction in a “performance auditing” context using state auditors. The results showed that 
the auditors’ “belief revisions” were subject to the recency effects predicted by the model. The results also 
validated an important assumption of the model that serial position effects were absent in a short evidence 
series. That is, serial position had no effect on the subject’s subjective evaluation of evidence. Finally, analyses 
of the subjects’ intermediate belief changes suggested that they displayed a “confirmatory attitude” towards 
evidence rather than a “disconfirmatory attitude” found in the prior studies conducted in financial auditing 


contexts. 


The process by which new information is 
integrated with current beliefs has long been an 
important area of research in decision making. 
One important focus of this research is the 
study of order effects on belief revision. 
However, the research reveals that the order of 
information presentation sometimes has no 
effect, may induce primacy effects, or may 
cause recency effects on belief revision (e.g. 
Nisbett & Ross, 1980). Recently, Hogarth & 
Einhorn (1990) proposed and validated a 
descriptive model, called the “belief-adjustment 
model”, to account for the mixed results found 
in this literature. The model posits that decision 
makers tend to use a simple anchoring-and- 
adjustment strategy for belief revision, and that 


this tendency and their adaptive behaviors to 
the characteristics of the decision tasks yield “a 
complex pattern of predictions concerning 
order effects” (Hogarth & Einhorn, 1990, p.3). 

The purpose of the present research is to test 
the belief-adjustment model predictions in a 
performance auditing context. This research 
effort is motivated by the following three 
observations. First, most recent applications of 
the belief-adjustment model have been con- 
ducted in financial auditing contexts (e.g. 
Ashton & Ashton, 1988; Tubbs et al., 1990; for 
a literature review see Asare & Messier, 
1990). However, the decision environment of a 
performance audit is significantly different from 
that of a financial audit. The objective of a 


* This research is partially funded by a summer research grant to the first author by the FGIA program of Arizona State 
University. The authors gratefully acknowledge comments by Robin M. Hogarth, Robert Ashton and three anonymous 


referees on the earlier versions of this paper. 
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performance audit is to evaluate a social 
program’s efficiency and effectiveness in utilizing 
public resources (e.g. Herbert, 1979). In con- 
trast, the objective of a financial audit is to attest 
to the company management’s assertions in the 
financial statements. While the generic process 
of conducting both financial and performance 
audits may be identical, the decision con- 
sequences perceived by the auditors may be 
quite different. Auditors performing a financial 
audit are subject to potential legal penalties 
when they fail to detect misrepresentations in 
the financial statements. On the other hand, the 
possibility of legal penalties is absent for 
the auditors performing a performance audit. 
Evidence in the decision-making literature 
suggests that different perceptions of decision 
consequences (including their magnitude), 
indeed, frequently alter judgments (e.g. Hogarth 
1987; Kahneman & Tversky, 1979; Payne, 
1982).! 

Second, in many substantive domains, informa- 
tion diagnosticity is germane to belief revision 
(cf. Einhorn & Hogarth 1985a, 1986). Informa- 
tion is high Clow) in diagnosticity if it is 
more easy (difficult) to allow cause-to-effect 
inferences. In most prior belief-adjustment 
model studies (e.g. Ashton & Ashton, 1988; 
Tubbs et al., 1990), the subjects were presented 
with tasks of very specific and narrow scope? 
(e.g. internal conrol evaluations for specific 
transaction cycles, collectability of accounts 
receivable). Thus, the evidence presented in 
those studies may be high in diagnosticity. 
Comparatively, performance auditing of a social 
program necessarily involves examining a 
broader scope of information with the available 
evidence subject to uncertainty in making 
proper causal inferences. That is, the available 
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evidence may be of low diagnosticity since it is 
difficult to make unequivocal causal connec- 
tions between the evidence’ and a social 
program’s efficiency or effectiveness. 

Third, both Ashton & Ashton (1988) and 
Tubbs et al. (1990) found that auditors seemed 
to exhibit a disconfirmatory attitude towards 
evidence. The studies showed that auditors 
revised their beliefs to a greater extent when 
they received negative evidence as opposed to 
positive evidence, suggesting that they were 
more sensitive to negative evidence than positive 
evidence in belief revision. This is an interesting 
finding because research in behavioral decision 
theory has found the opposite: a stronger 
tendency for people to seek and use evidence 
that “confirms” their belief (e.g. Klayman & Ha, 
1987; Fischhoff & Beyth-Marom, 1983; Einhorn 
& Hogarth, 1987). In the light of the previous 
observations, we consider that a disconfirmatory 
attitude towards evidence found in Ashton & 
Ashton (1988) and Tubbs et al. (1990) may not 
be generalizable to performance auditing con- 
texts. Specifically, Ashton & Ashton (1988) 
state: “the nature of auditing is such that it is 
appropriate for negative evidence to be given 
more weight than positive evidence, since the 
primary risk that auditors face is that errors 
in financial statements may go undetected” 
(pp. 639-640). This suggests that the discon- 
firmatory attitude towards evidence exhibited 
by the subjects may be due to their concern for 
potential legal litigation, which is absent in the 
performance auditing environment. Additionally, 
low evidence diagnosticity in this audit context 
seems to further discourage a disconfirmatory 
attitude towards evidence (cf. Klayman & Ha, 
1987). Instead, prior evidence suggests that 
when information is low in diagnosticity, people 


1 The preceding argument does not suggest that the decision environment of state auditors is “penaity-free”. Our intention 
was to highlight legal penalties as a salient factor that clearly distinguish the decision environments between the two types 
of audit. Further, these legal penalties frequently are immense. 


2 See Asare (1990) for an exception. 


3 This phenomenon is frequently labeled as “confirmatory bias”. Note, most of thse confirmatory bias studies were 
interested in examining people’s hypothesis testing and/or information search behaviors. Thus, the results from Ashton & 
Ashton (1988) and Tubbs ef al. (1990) should not be interpreted as contradictory, since their findings relate to the 


weighing of evidence rather than the searching of evidence. 
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are more affected by positive evidence than 
negative evidence (eg. Hoch & Ha, 1986; 
Deighton, 1984; Reed, 1986). In brief, other 
than testing the model’s order effects prediction, 
this study also explores whether performance 
auditors display a confirmatory (rather than 
a disconfirmatory) attitude ` towards evi- 
dence because of the differences in the task 
environment. 

As a further attempt to validate the belief- 
adjustment model, the present study also tests a 
crucial assumption of the belief-adjustment model: 
the absence of serial position effects (described 
later). To the best of our knowledge, this 
assumption has not been tested by Hogarth & 
Einhorn (1990), nor by the prior auditing studies. 

The remainder of this paper proceeds 
as follows. First, we summarize the belief- 
adjustment model proposed by Hogarth and 
Einhorn and describe the model’s predictions 
tested in the present study. Second, we high- 
light the distinct nature of the performance 
auditing tasks used in the study. Third, we 
describe the research method. Fourth, we 
report the results. Finally, we elaborate on the 
research findings and suggest some avenues for 
future research. 


BELIEF-ADJUSTMENT MODEL 


Hogarth & Einhorn’s (1990) belief-adjustment 
model assumes that people update beliefs using 
a simple anchoring and adjustment strategy. 
Hogarth and Einhorn argue that decision makers 
are adaptive to the task environment, therefore 
the prediction of alternative order effects on 
belief revision can be better understood by 
explicitly considering the characteristics of the 
decision tasks (also see Payne, 1982; Payne et 
al, in press). To illustrate this adaptive behavior, 
they identify three key task variables: complexity, 
length of evidence series, and response mode. 
Based upon the belief-adjustment model, Hogarth 
and Einhorn have illuminated various task condi- 
tions under which alternative order effects (i.e. 
primacy recency no effect) may prevail. Following 
their distinction, the model’s predictions are 
briefly summarized using three task categories: 
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(A) For tasks that involve simple evidence with a short 
evidence series, response mode makes a difference. End- 
of-Sequence (EoS) induces primacy, whereas Step-by- 
Step (SbS) induces recency. 

(B) For tasks that involve complex evidence with a 
short evidence series, both EoS and SbS response modes 
induce recency (for a mixed series of positive and 
negative evidence) or induce no order effect (for a 
consistent series of all positive or negative evidence). 
(C) For tasks that involve a long evidence series, both 
EoS and SbS response modes induce primacy, regardless 
of the complexity of evidence (simple or complex) and 
the consistency of. the evidence series (mixed or 
consistent). 


Based on a task analysis of over 60 experimental 
studies, Hogarth and Einhorn observed that 
most of these studies used decision tasks in 
either category (A) or (C), and that the findings 
of these studies were consistent with the above 
predictions. Very few studies have examined 
tasks in category (B). Using tasks in category 
(B), Hogarth and Einhorn conducted a series of 
experiments to test the predicted order effects. 
A similar approach also was used in the prior 
auditing studies (e.g. Ashton & Ashton, 1988; 
Tubbs et al, 1990). Consistent with the 
model’s predictions, these studies found no 
order effect for consistent evidence and a 
recency effect for mixed evidence, irrespective 
of alternative response modes. We are also 
interested in testing the model’s recency 
effect predictions for tasks under category (B). 
Specifically, in this study we test the model’s 
recency effect prediction for mixed evidence 
under an SbS response mode. 

To explain why recency effects occur under 
this condition, the belief-adjustment model 
specifies belief revisions, upon receiving negative 
and positive evidence, respectively, as follows: 


Se =Sp 1 + aSk [S(xe) T R] [- 1s S( Xx) < 0; 
for negative evidence], (1a) 
Se = Sei + BOL — Ser) [S(%e) — RI [1 S (k) >0; 


for positive evidence], (1b) 
where 
Sz = revised belief after evaluating k 


pieces of evidence, 0 <5, 1, 
= anchor or prior opinion. The initial 
belief is denoted So, 


Set 


= subjective evaluation of the kth piece 

of evidence, 

R = the reference point against which the 
impact of the kth piece of evidence is 
evaluated. (Similar to the prior studies, 
this study assumes R = 0 because the 
experimental tasks used involve evalua- 
tion rather than estimation ). 

a and ß are the sensitivity toward negative and 

positive evidence, respectively (0 < a, ß 

<1). 


To illustrate why recency effects occur, consider 
belief revisions with two pieces of evidence 
under two alternative orders (+,—) vs (—,+). 
Given equation (1b), positive evidence in the 
(+,—) order has a smaller upward revision 
effect than the positive evidence in the (—,+) 
order. This is because the anchor of the former 
(1—So) is smaller than the anchor of the 
latter (1—S,), ceteris paribus. Likewise, given 
equation (1a), negative evidence has a smaller 
downward revision effect in the (—,+) order 
than the evidence in the (+,—) order because 
the anchor of the former, So, is smaller than the 
anchor of the latter, $,, ceteris paribus. These 
contrast effects provide the model predictions 
that the final position of belief revision reached 
under the (+,—) order will be lower than its 
counterpart reached under the (—,+) order 
due to the differences (between the two 
orders) in the anchors at k = 1. This prediction 
is termed the recency effect. 

Hogarth and Einhorn also demonstrated the 
above recency analytically. They defined the 
recency effect as (see Hogarth & Einhorn 1990, 
appendix C for derivation): 


D= rae ae. So are | 
where D = —afs(x_)s(x,) (and D> 0). (2) 
Thus for two pieces of mixed evidence, the size 
of the recency effect is the product of both 
sensitivity to evidence [a and B] and the 
subjective strengths of the two pieces of 
evidence [s(x_) and s(x,)]. 

One important assumption of the model’s 
recency effects prediction is that serial position 
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has no effect on subjective evaluation of 
evidence. That is, the strength of s(x») will not 
decline due to decreasing sensitivity toward 
evidence. This assumption is also implied in 
the task taxonomy mentioned earlier. A key 
difference between categories (B) and (C) rests 
on the length of evidence; a short (long) 
evidence series induces recency (primacy). 
Hogarth and Einhorn argue that for a short (long) 
evidence series, sensitivity toward evidence 
should be constant (may decline). Thus, for 
s(x,), the evaluation is insensitive to the serial 
position in a short evidence series, whereas the 
evaluation may be subject to fatigue (thus 
inducing primacy) in a long evidence series. In 
the present study, we explicitly tested the 
preceding crucial assumption while testing the 
recency effects prediction of the model. 


PERFORMANCE AUDITING ENVIRONMENT 


A performance audit of a social program 
attempts to establish a link between the 
program interventions and the resulting out- 
comes. In the course of a performance audit, 
the auditor gathers evidence on the effects of a 
social program’s interventions using two related 
measures: Outputs and impacts. Output measures 
focus on a social program’s efficiency by 
gauging its resource utilization. Impact measures, 
by contrast, focus on a social program’s effective- 
ness in meeting its pre-established long-range 
objectives (Reed, 1986). The evidence obtained 
in a performance audit may be lower in 
diagnosticity than that obtained in the financial 
audit counterpart. In particular, the output 
measure evidence describes the actual goods or 
services produced by a social program. The 
impact measure evidence depicts the degree to 
which the program’s stated desirable social 
outcomes have been realized and the basic 
societal problems that the program is attacking 
have been rectified (Reed, 1986). Both types of 
evidence are not easily available on a short- 
term basis. Further, even when such evidence is 
available, it may be difficult for a decision maker 
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to draw unequivocal causal inferences. In part, 
this is because a social program’s efficiency and 
effectiveness are frequently affected by factors 
unrelated to the program’s intervention process 
(Gambino & Reardon, 1981; Nachmias, 1979; 
Rossi et al., 1979).4 

The preceding observations may be further 
emphasized from a causal reasoning perspec- 
tive. According to Einhorn & Hogarth (1986), 
a decision maker’s causal judgment will be 
subject to higher uncertainty when the cause- 
and-effect relationship is low in contiguity in 
time and space, and when the number of 
alternative causal explanations increases. Jointly, 
these observations suggest that in conducting 
a performance audit, the auditors may be 
confronted with high uncertainty in judging a 
social program’s efficiency and effectiveness, 
since the diagnosticity of the available evidence 
is fairly low. 

With respect to belief revision, the preceding 
observations present an interesting question. 
Will the decision maker’s sensitivity towards 
evidence be affected by evidence diagnosticity? 
While the preceding question has not been 
explicitly addressed in the prior belief- 
adjustment model studies, available evidence 
suggests that when evidence diagnosticity is 
low, people tend to be more sensitive to 
positive evidence than to negative evidence (cf. 
Klayman & Ha, 1987). For example, Hoch & Ha 
(1986) hypothesized and found that in judging 
the quality of a product, consumers’ judgments 
were affected by advertising when the evidence 
of product quality was low in diagnosticity, 
whereas their judgments were unaffected by 
advertising when the evidence of product 
quality was high in diagnosticity. Such findings, 
as they argued, indicate that people are 
more easily prone to engaging in confirmatory 
behaviors when the available evidence is 
ambiguous, since they tend to interpret ambig- 
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uous evidence as being more belief-consistent, 
and tend to give such evidence higher weightings 
than warranted. Similar findings were also 
documented in Deighton (1984). In addition, 
in a study that involved judging the effective- 
ness of a crime prevention program, Reed 
(1986) found that subjects reacted differently 
to the same evidence depending upon whether 
they were told the proram had been successful 
or unsuccessful in the past. Specifically, using 
hierarchical regression analysis, she found that 
the amount of judgment variation explained by 
the same evidence was higher for the successful 
subject group (incremental R square, 33% ) 
than for the failure subject group (incremental 
R square, 15% ). In part, this evidence suggests 
that subjects may have reacted in a more 
congruous (perhaps sensitive) manner to the 
evidence when they were prompted positively 
rather than negatively. 

To explore the effects of evidence diagnosti- 
city on belief revision, we conducted an 
experiment (described in the next section) 
involving two performance auditing tasks 
characterized by high uncertainty. Our a priori 
expectation was that the performance auditors 
would display a confirmatory attitude towards 
evidence, as opposed to the disconfirmatory 
attitude found in the prior auditing studies. 


RESEARCH METHOD 


Design 

A2 X 2 X 2 experimental design was used to 
test the belief-adjustment model predictions. 
All subjects examined two case scenarios — an 
efficiency audit and an effectiveness audit. 
Within each audit, subjects were randomly 
assigned to one of the four between-subjects 
conditions. Two orders of presentation were 
used: two pieces of positive evidence followed 


í For example, the social program examined in the present study involves providing services to move the recipients of 
public assistance into a self-support status, thereby reducing state welfare roles. If the output measures indicate that the 
program is relatively “over-staffed” for a given fiscal year, such evidence may be easily refuted as resulting from “temporary 
idle capacity”. Likewise, when the program shows a lack of success (e.g. a low employment rate of its recipients), such 


evidence could be attributed to the local state’s economy. 
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TABLE 1. Cell means for sequential belief adjustments 





So Sı Sz S3 S4 S4-So 

Efficiency audit 
Serial position: RETS 

Order 
1 (-—-++) 51.88 45.01 36.38 54.14 61.62 9.75 
2. (++-—) 51.44 65.78 67.44 54.22 55.78 4.33 
Serial position: STER 

Order 
3. (~-++) 41.67 27.22 27.22 44.44 52.22 10.56 
4, (++--) 47.22 53.01 56.01 52.56 48.33 1.11 
Overall . 

(--++4+) 46.47 35.39 31.53 49.01 56.65 10.18 

(++—-—) 49.33 59.39 61.72 53.39 52.06 2.72 
Effectiveness audit 
Serial position: PGWR 

Order 
1. (--++) 52.51 45.01 40.63 58.88 69.01 16.51 
2. (++-—) 54.22 67.01 73.33 68.74 64.78 10.56 
Serial position: RWGP 

Order 
3, (--++) 55.01 42.78 42.89 56.11 69.44 14.44 
4, (++—-—) 57.22 64.44 70,22 60.78 55.56 —1.67 
Overall 

(--++) 53.83 43.82 41.82 57.41 69.24 15.41 

(++-—) 55.72 65.72 71.78 64.72 60.17 4.44 


by two pieces of negative evidence (++—-—), 
and two pieces of negative evidence followed 
by two pieces of positive evidence (—— ++). 
The serial position of the evidence was also 
manipulated. In the efficiency audit scenario, 
evidence was presented to half of the subjects 
in one sequence: supportive social services, 
training services, employment services and 
registration services (STER), with the remaining 
half subjects examining the same set of evidence 
in the reverse sequence (RETS). Likewise, in 
the effectiveness audit scenario, half of the 
subjects viewed the evidence in the following 
sequence: job retention, entry wages, grand 
reduction and job placement (RWGP); while 
the remaining half subjects received the reverse 
sequence (PGWR). Table 1 presents the above 
manipulations. 

It is worthwhile noting that the above serial 
position manipulations were designed to assess 
an important assumption of the belief-adjustment 


model, i.e. the serial position effect is absent 
with a short series of mixed evidence. This 
assumption implies that the decision maker’s 
sensitivity towards evidence is constant such 
that s(x,) is the same for all pieces of evi- 
dence in the series. The authors are not aware 
of any prior study that has explicitly tested 
this crucial assumption. With the serial posi- 
tion manipulations used in the present study, 
the preceding assumption can be explicitly 
tested. 

Additionally, the present study also elicited 
the subjects’ subjective weightings of evidence 
[ie. s(x,)]. Specifically, upon receiving each 
piece of evidence, the subjects were requested 
to rate the importance of the evidence prior to 
revising their beliefs. This allowed us to 
examine the equality of the subjects’ weight- 
ings of evidence, and whether or not the 
weightings were affected by the serial position 
of evidence. i 
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Subjects 

Thirty-nine state performance auditors, who 
were currently taking a performance auditing 
continuing education course at the state head- 
quarters, participated in the study. Four subjects 
failed to complete the experiment, thus leaving 
35 usable responses. The subjects were experi- 
enced auditors who had worked an average of 
five and a half years for the State Auditor’s 
Office. The experimental session took approx- 
imately 60 minutes. 


Experimental task and procedures 

The subjects were told that they were 
responsible for determining whether one par- 
ticular state program — the Community Activa- 
tion for Self-Help (CASH) — was managing and 
utilizing its resources efficiently, and whether 
the desired results and benefits were effectively 
being achieved. They were told that the 
efficiency of the CASH program would be 
measured by four types of output seryices: 
client registration, job training, employment 
counseling and supportive social services; 
whereas the program’s effectiveness would be 
gauged by four types of impact measures on its 
clients: suitable job placement, adequate entry 
wages, acceptable job retention and reduction 
of public grants. The subjects were further 
informed that each of the four output measures 
and each of the four impact measures were of 
equal importance to the accomplishment of 
CASH’s overall program goal of moving employ- 
able adults into self support. 

Subjects were asked to complete two tasks. 
They were asked to conduct an efficiency 
audit for one local CASH office (Dallas office) 
and to perform an effectiveness audit at a 
second unrelated location (Houston office).° 
To enhance the experimental task’s realism, 
subjects were provided with the necessary 
background information about both offices. 
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Specifically, subjects were given a brief descrip- 
tion of the CASH program, and details pertaining 
to each type of output/impact measure. Addition- 
ally, they were also provided with a two year 
(1986-1987) statistical summary of the CASH 
program’s target population abstracted from an 
actual federal evaluation of the Work Incentive 
(WIN) Program (U. S. Department of Labor, 
1977, 1980). Finally, for each local CASH office, 
subjects were furnished with a brief summary 
of program expenditures and the expected 
performance targets approved for the year 
being audited (1987). In order to help subjects 
develop a neutral initial belief, all performance 
targets provided were based upon the national 
mean calculated for the various state WIN 
performance indicators. 

After subjects reviewed the background data, 
they were asked to provide an initial assessment 
of the performance (i.e. efficiency or effective- 
ness) of that particular office. Subjects were 
then sequentially presented with four pieces 
of mixed evidence pertaining to the actual 
performance of the local office. The direction of 
evidence was either positive or negative, and 
was manipulated by using the values of the 
office’s expected performance (i.e. national 
mean) plus or minus two standard deviations. 
For each piece of evidence, subjects were asked 
to examine the evidence and then perform 
three tasks. First, they rated the evidence that 
they had just examined as either a positive or 
negative indication of agency performance. 
Subjects then assigned a subjective weight to 
the examined evidence on a scale ranging from 
O (very weak evidence) to 100 (very strong 
evidence). Finally, subjects considered all the 
evidence that they had received thus far on that 
particular local office and indicated their belief 
on a scale ranging from O (extremely unlikely) 
to 100 (extremely likely) as to whether the 
local office performance was efficient or effective. 


> The CASH program was established to move recipients of public assistance into productive unsubsidized jobs, thereby 
increasing their self-sufficiency and reducing the state welfare roles. 


é Half of the subjects were randomly assigned to perform the efficiency audit, followed by the effectiveness audit, whereas 
the remaining half of the subjects were assigned to perform the tasks in the reverse order. The order of cases performed had 


no effect on the subjects’ performance. 
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Manipulation check 

The following manipulation checks were 
conducted. First, we examined the encoding of 
evidence with respect to its direction. It was 
found that, of 280 responses (35 subjects X 2 
senarios X 4 cues), only one response involved 
coding errors. Also, by examining the subjects’ 
responses on belief revision upon receiving 
each piece of evidence, it was found that only 
ten (out of 280) responses involved coding 
errors (i.e. an upward/downward revision upon 
receiving negative/positive evidence, respec- 
tively). Also, the errors were not dispropor- 
tionally distributed across different treatment 
conditions for the eight pieces of evidence. 
Based upon the preceding results, we view the 
manipulation of positive and negative evidence 
as successful and the coding errors as random. 

Second, using the subjects’ subjective weight- 
ings of evidence as the dependent variable, we 
examined the equality of the subjects’ weight- 
ings of evidence. Two separate MANOVA 
procedures were performed to examine the 
equality of evidence weightings among the 
four types of evidence used in each task. The 
results showed that the null hypothesis of equal 
evidence weightings could not be rejected (for 
the effectiveness audit, F = .747, p = .533; for 
the efficiency audit, F = .658, p = .584). That is, 
for both tasks, subjects, on average, viewed the 
four types of evidence as equally important. 

Also performed were eight (2 tasks X 4 types 
of evidence used in each task) separate individual 
ANOVA procedures. The dependent variable 
was, again, the subjects’ subjective weightings 
of evidence. The independent variables were 
serial position (earlier in the sequence vs 
later in the sequence) and evidence direction 
(positive vs negative). Note, the focus of the 
analysis was to determine whether the subjec- 
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tive weightings of each type of evidence 
differed across the four treatment conditions. 

The results showed that, for each type of 
evidence in both tasks, the serial position effect 
was not significant (for efficiency audit .416 < 
ps = .868; for effectiveness audit 421 < ps < 
.868). Further, in all cases, the interaction 
between serial position and evidence direction 
was not significant. This suggested that the 
serial position manipulations had no effect on 
the subjects’ weightings of evidence. That is, 
the subjective weightings of evidence were 
unaffected whether a piece of evidence (e.g. 
registration) was presented earlier in the 
sequence (e.g. in a RETS sequence) or later in 
the sequence (e.g. in a STER sequence). 

With respect to the evidence direction effect, 
the preceding ANOVAs results are summarized 
in Table 2. In this table, for each type of 
evidence, the average cell means of subjective 
cue weightings for positive (and negative) 
evidence are presented. Also presented are the 
corresponding F statistic and P value to indicate 
the equality of means between the positive and 
negative means. As shown in this table, for each 
of the four types of evidence in the efficiency 
audit (i.e. registration, employment, service and 
training), the effect was not significant (.108 < 
ps S .734). That is, whether a piece of evidence 
(e.g. registration) was manipulated as positive 
or negative did not affect its subjective weight- 
ings. In contrast, in the effectiveness audit, the 
evidence direction effect was significant for 
three types of evidence (job placement, grand 
reduction, job retention) (.000 < ps < .036). 
An examination of cell means revealed that the 
subjective weightings of evidence were higher 
when the evidence was manipulated as positive. 
For the purpose of testing the model’s predicted 
recency effect, an unequal subjective weighting 
between positive and negative evidence does 
not suggest a manipulation failure.” 


7 The belief-adjustment model defines recency effects as D = —afs(x_)s(x,.). Therefore, recency effects should always 
prevail, regardless of a lack of complete symmetry between s(x_) and s(x,). Tubbs et als’ (1990) findings also 
(experiments 3 and 4) indicate a lack of equality in subjective weightings between positive and negative evidence, which 
does not affect the predicted recency effects. A later analysis (see footnote 9) also seems to suggest that this inequality of 
subjective weightings does not confound the recency effects. 
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TABLE 2. Cell means and partial ANOVA table for subjective cue weightings 


Panel A: Efficiency audit 


Direction of evidence*t 


Average cell means Main effect 
Dependent variables Positive Negative F . P 
Registration (R) 67.83 56.47 2.741 .108 
(22.31) (17.12) 
Employment (E) 65.39 52.94 2.462 127 
(20.57) (25.73) 
Service (S) 70.59 61.28 1.921 .176 
(23.32) (14.46) 
Training (T) 64.41 61.83 0.118 .734 
p (21.54) (17.41) 
Panel B: Effectiveness audit 
Direction of evidence*} 
Cell means Main effect- 
Dependendent variables Positive Negative F pP 
Placement (P) 76.22 49.71 20.919 .000 
(17.74) (14.25) 
Grant (G) 79.00 40.88 41.783 .000 
(17.96) (14.15) 
Wage (W) 69.71 61.00 1.676 .205 
(19.99) (21.87) 
Retention (R) 72.06 56.33 4.803 036 
*(16.63) (20.67) 


* The cell means for serial position from the ANOVA analyses were not presented because, in each of the four ANOVAs, this 
manipulation was not significant to the dependent variable (t .416 < ps < .868; ł .421 < ps < .982). 


Standard deviations are in parentheses. 


Finally, intersubject reliabilities also were 
computed using Winer’s r, statistic (Winer, 
1971, p. 289). Subjects exhibited fairly low 
reliability for both tasks (rı = .29 and .23, 
respectively, for the efficiency audit and the 
effectiveness audit). Also computed were the 
evidence-to-evidence variance in each subject’s 
ratings for each audit task. A paired t-test 
indicated that the variance in ratings of the 
evidence used in the efficiency audit (mean = 
238) was not different from the variance in 
ratings of the evidence used in the effectiveness 
audit (mean = 280, t = .64, df. = 34). These 
results seem to confirm our expectations that 
the performance auditing tasks used in the 
present study may be subject to high uncertainty 
due to the low diagnosticity of the available 
evidence in the decision tasks. 


Recency effects 
Recency effects predicted by the model were 
tested using a 2 X 2 X 2 ANOVA with order 


of evidence and serial position as between- 
subjects factors, and tasks (efficiency and 
effectiveness audits) as a within-subject factor. 
The dependent variable was the size of.the 
belief updating from the initial anchor (S4 — So). 
Results indicated that only the main effect for 
presentation order was significant (F = 6.69, 
p = 015). There were no significant main effects 
for task (F = 1.25, p = :645) and serial position 
(F = 1.37, p = .557). Further individual 
ANOVA analyses for each task produced some- 
what similar results. For the efficiency audit, the 
main effect for order was not significant, 
although it was in the predicted direction (F = 
2.12, p = .150). The effectiveness audit had a 
significant main effect for order (F = 6.67, p = 
.015). Overall, the recency effect was more 
pronounced in the effectiveness audit. In all the 
above analyses, serial position effects were not 
significant (for efficiency audit F = .061, p = 
.807; for effectiveness audit F = 2.83, p = .120), 
nor were the interaction terms (for efficiency 
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TABLE 3. Intermediate belief changes due to positive vs negative cues 





Panel A: Cell means (S.D.s) 


Efficiency audit -  ABS(S2-So) ABS(S4—S2) 
Serial position: RETS 
Order 
1. (--++) 15.50 25.25 
(13.46) (18.32) 
2  (++--) 16.00 -11.52 
(9.43) (12.85) 
Serial position: STER 
Order 
3. (--++) 14.44 25.00 
(19.91) (24.11) 
á. (+t+--) 8.78 7.67 
(14.39) (11.57) 
Effectiveness audit 
Serial position: PGWR 
, Order 
1. (——++) 11.88 28.38 
(10.02) (16.11) 
2: (++-—) 19.11 8.56 
(11.25) (11.21) 
Serial position: RWGP 
Order“ 
3. (—-++) 12.11 26.56 
(11.57) (18.48) 
4, (++~-) 13.00 ` 14.67 
(10.35) (13.45) 
Panel B: Partial summary of repeated measure ANOVA results 
Efficiency audit Í Effectiveness audit | 
F P F p 
Between-subjects effects i 
Order (O) 2.68 .112 1.59 .217 
Serial Position (SP) : .32 574 O1 933 
O.X SP : , .20 656 01 933 
Within-subjects effects 
[S2-So) vs [S482] CDP) 2.08 .160 6.48 O16 
O x DP 6.23 .018 21.12 - .000 
SP x DP , 15 699 1.38 .250 
O X SP xX DP .20 .656 2.71 116 


‘audit F = .152, p = .699; for effectiveness audit 
F = 1.37, p = .250). 

Table 1 presents the resulting. cell means 
from the preceding analyses. The pattern of the 
cell means for both tasks shows that within the 
same order, the size of [S4—-So] is virtually 
identical (e.g. conditions 1 vs 3 or 2 vs 4), 
regardless of alternative serial positions. The 
pattern also clearly reflects the recency effects 
predicted by the belief-adjustment model. 

The cell means in Table 1 further indicate 


that the final positions reached for both tasks in 
nearly all conditions (except for condition 4 of 
the effectiveness audit) are higher than the 
initial anchors. This suggests that, overall, the 
subjects’ belief revisions are more affected by 
positive evidence than negative evidence. This 
is an interesting finding in light of the opposite 
results obtained in two recent studies conducted 
in financial audit contexts. Ashton & Ashton 
(1988) found that external auditors predomin- 
antly displayed a negative belief change when 
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confronted with mixed evidence in two different 
tasks (experiments 2A and 2B). Similar results 
were also found by Tubb et al. (1990) using 
two other audit tasks. 

Panel A of Table 3 displays the cell means of 
the relative belief changes at two-cue intervals 
(i.e. [Sz-So] and [S4-S2]) across the four treat- 
ment conditions in each task. The pattern. of 
cell means reveals that, in both tasks and under 
the (——++) conditions, the magnitude of 
belief revisions from [S4—S2] is notably higher 
than that of belief revisions from [S2—So] order. 
In contrast, no such a pattern prevails under the 
(++--—) conditions for either task. 

Recall that the belief-adjustment model predicts 
a contrast effect on belief revision. That is, when 
the preceding anchor is low (high), positive 
evidence will result in a greater (smaller) 
upward belief revision; whereas negative 
evidence will result in a smaller (greater) 
downward belief revision. This implies that, 
under the (—— ++) condition, the relative size 
of [S4—S2] should be larger than the relative size 
of [S2-So] because S2 (the anchor of [S4—S2]) 
is lower than Sp (the anchor of [$2—S9]), ceteris 
paribus. Likewise, under the (++ ——) condi- 
tions, the relative size of [S4—S2], should be 
greater than the relative size of [S2—S] be- 
cause the anchor of [S4-S2], S2, is higher 
than the anchor of [S2—So], So, ceteris paribus. 

The pattern of cell means in panel A, Table 
3, nonetheless, reveals that the preceding 
contrast effect predictions prevail only under 
the (——++) condition, but not under the 
(++-—) condition. To examine this observa- 
tion, the subjects’ intermediate belief changes 
were analysed. : 
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Intermediate belief changes 

The subjects’ intermediate belief changes 
were analysed by two separate 2 X 2 repeated 
measure ANOVA procedures, one for each audit 
task. Specifically, the dependent variables were 
the relative size of belief revisions resulting 
from two consistent pieces of evidence, i.e. [S.— 
So] and [S4-S2]. The two between-subjects 
independent variables were order ([——++] vs 
[++—-—]) and serial position ([RETS vs STER] 
for the efficiency audit; [PGWR] vs [RWGP] for 
the effectiveness audit). 

The results in panel B, Table 3, showed that, 
for the efficiency audit, there was a significant 
interaction effect between the dependent vari- 
ables (i.e. [S2-Sp] and [S4—-S2]) and order (F = 
6.23, p = .018). Specifically, regardless of 
alternative serial positions, the pattern of the 
cell means showed that between [S2—So] and 
[S4-S2] the magnitude of belief revisions was 
the same under the (++——) condition, but 
was different under the (~—++) condition. 
Order effect alone was not significant (F = 2.68, 
p = .112). In addition, neither the serial 
position effects (F = .32, p = .574) nor the 
interaction term between order and serial 
position (F = .20, p = .656) was significant. For 
the effectiveness audit, similar results were 
obtained throughout.® 

The above results confirm the observation 
that in both audit tasks, the contrast effects 
prevail only under the (——~++) condition, but 
not under the (++—-—) condition. That is, 
while positive evidence induces larger belief 
revisions when the anchor is low, negative 
evidence fails to induce larger belief revisions 
when the anchor is high. Note that this is true in 


8 Additionally, we ran a set of paired t-tests. For the efficiency/effectiveness audit, the results showed that, under the 
(-——++) condition, the combined average cell mean of [S4 — S2} for the two serial positions was greater than that of the 
[S2-So] (for efficiency audit t = 3.09, p = .007; for effectiveness audit t = 4.66, p < .000). In contrast, under the (++——) 
condition and in both tasks, the results revealed no such differences (for efficiency audit £ = .73, p = .477; for effectiveness 


audit ¢ = 1.47, p = .160). 
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both alternative serial positions, suggesting 
that the results cannot be caused by the 
differences in evidence due to serial position 
manipulations.? 

One plausible explanation is a lack of sym- 
metrical sensitivity towards evidence. This can 
be illustrated by examining the analytical 
implications of the belief-adjustment model. To 
see how, the relative size of belief revisions for 
[S4—-S2] and [S2—-So] under the (++ ——) condi- 
tion can be written, respectively, as follows 
(see Appendix for derivation): 


[S4-S2] = S2 (2a—a7) 
and [$2-So] = (1—So2B — B>). 


Given the contrast effect, one is expected to 
observe [S4-S2] > [S2-So]. This necessitates 
S2 > [1—So] and/or (2a—a?) > (2B—B?). None- 
theless, our findings show that, for both audit 
tasks, the contrast effect is absent under this 
condition (i.e. [54-52] = [S2—-So]). Further, the 
average cell means from Table 1 shows that S2 
> [1-5] (for efficiency audit, S2 = 62% and So 
= 49% ; for effectiveness audit, Sz = 71% and So 
= 55%). This implies that the absence of the 
contrast effect must be due to (2a —a?) < 
(2B— B>), or simply B > a. 

Likewise, under the (— —++) condition (see 
Appendix for derivation): 


[S¢-S2] = (1-52 2B — B?) 
and [S2-So] = So (2a — a). 


Again, given the contrast effect, one is expected 
to observe [S4—-S2] > [S2-So]. This necessitates 
(1 — S2) > So and/or (2B — B?) > (20 —a?). 
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Our findings show that the contrast effect is 
present, and that the average cell means from 
Table 1 show (1-S2) > So (for efficiency 
audit, S2 = 32% and So = 46%; for effectiveness 
audit, $2 = 42% and Sp = 54%). This implies 
that the presence of the observed contrast 
effect can be caused by either (1 —Sz) > So, or 
(2B — B?) > (2a —a?), or both. 

Jointly, the preceding data analyses and 
analytical derivations imply that the subjects 
in this study exhibit a confirmatory attitude 
towards evidence, at least in the (++——) 
conditions. In hindsight, we think this phenom- 
enon seems to reflect the possibility that 
in most social performance audits, observing 
negative results is typical rather than atypical; 
therefore, state auditors may not “overeact” to 
such results. Conversely, observing positive 
results is atypical rather than typical; therefore 
state auditors may incorporate this “surprise” 
into the belief revision. To this end, a recent 
U.S. document on Nonprofit Entities’ Perform- 
ance Measures (AAA, 1989) suggests that it is 
difficult to unambiguously measure the impacts 
of social programs. Accordingly, the performance 
measures of social programs should reinforce 
the positive impacts and minimize the nega- 
tive impacts of these programs’ interventions. 
Further, any measure of a social program that is 
capable of estimating the program’s social 
benefits should have greater impact on decision 
makers than will a measure that is incapable of 
gauging such effects. On this latter point, the 
report contends that decision makers are 
constantly searching for positive reasons why 
scare resources should be continued for a 
particular program. 


? To rule out the possibility that the preceding results may be confounded by the unequal subjective weightings between 
positive and negative evidence (found in the effectiveness audit earlier by the manipulation check), two ex post tests were 
performed. For each andit task, a 2 (order) X 2 (serial position) ANOVA procedure was performed, using the relative size 
of [Sz-S0] as the dependent variable. The results showed that order was not significant (for efficiency audit F = .207, p = 
.653; for effectiveness audit F = .577, p = .453), neither was serial position (for efficiency audit F = .516, p = .478; for 
effectiveness audit F = .337, p = .56G6) or the interaction term (for efficiency audit F = .274, p = .807; for effectiveness 
audit F = .436, p = .728). The absence of significant order effects, in both tasks, suggested that the subjects’ belief revisions 
for the same pieces of evidence were not affected by the direction of evidence. Accordingly, the unequal subjective 
weightings of evidence found earlier in the effectiveness audit did not appear to be confounding. 
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DISCUSSION AND CONCLUDING REMARKS 


Prior to discussing the results, a summary of 
the present study’s findings is provided. Consis- 
tent with the belief-adjustment model’s predic- 
tion, performance auditors’ belief revisions 
were subject to recency effects, although the 
predicted effects were most salient in the 
effectiveness audit. The results also validated an 
important assumption of the belief-adjustment 
model. That is, for a relatively short evidence 
series, the subjects’ belief revisions were not 
affected by the serial position of evidence (i.e. 
s(x,) is the same for all pieces of evidence in 
the series). Further, in both tasks, the subjects’ 
intermediate belief changes reflect that the 
contrast effects prevail only under the (——++) 
condition, but not under the (++—-—) condi- 
tion. This suggests that the subjects’ sensitivity 
towards evidence may be higher for positive 
evidence than for negative evidence. 

Finding the presence of recency effects is 
consistent with the prior studies conducted in 
the financial auditing contexts. The present 
findings, nonetheless, extend the model’s pre- 
dictions to a different task environment (i.e. 
performance auditing). 

Finding the absence of serial position effects 
is important because prior literature suggests 
that a decision maker’s sensitivity may not be 
constant due to an attention decrement effect 
(cf. Hogarth & Einhorn, 1990). While the 
belief-adjustment model assumes this phenom- 
enon is unlikely to occur for a short evidence 
series, this assumption has not been explicitly 
tested in the literature. Consistent with the 
model’s assumption, no serial position effects 
were found throughout the analyses. Specifically, 
the subjects’ subjective weightings of evidence 
were unaffected by the serial position manipu- 
lations in both tasks. In addition, with respect to 
belief revisions, the manipulations had no effect 
on the magnitude of the overall revision (i.e. 
[S4-So]. This suggests that the model’s predicted 
recency effects are due to the anchoring and 
contrast implications of the model rather than 
serial position effects. 

Findings on the subjects’ intermediate belief 
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revisions show some preliminary evidence that 
auditors in a performance auditing context may 
be more sensitive to positive evidence than 
negative evidence. This is in line with the 
findings on the subjects’ overall belief revisions, 
which reveal that their belief revisions are more 
affected by positive evidence than negative 
evidence. Based on the preceding results, we 
conjecture that subjects in our study display a 
confirmatory attitude towards evidence. This 
conjecture is further supported by prior evidence 
that when evidence diagnosticity is low, the 
decision maker will be more affected by 
positive evidence. Alternatively, an observation 
by Ashton & Ashton (1988) also seems to 
support our conjecture. They argued that 
the disconfirmatory attitude towards evidence 
displayed by the auditor subjects may be 
attributed to the subjects’ perceptions of 
the decision consequences, i.e. potential legal 
liabilities for failing to act conservatively. 
Comparatively, the performance auditors of the 
present study may have been less sensitive to 
the consequences of legal liabilities, and hence, 
displayed a confirmatory attitude in belief 
revision. 

Unfortunately, we cannot unambiguously 
argue whether or not the study’s findings were 
the result of task uncertainty, or the absence of 
legal liabilities, or both. Such a distinction 
would have been possible had our subjects 
perceived a differential amount of task uncer- 
tainty between the effectiveness audit and the 
efficiency audit. For both audit tasks, the 
manipulation checks showed that the inter- 
subject reliability ratings of evidence were 
fairly low, suggesting high task uncertainty; 
although intuition and available arguments 
in the performance auditing literature (e.g. 
Herbert, 1979) seemed to suggest that the task 
uncertainty related to an effectiveness audit 
may be higher than that of an efficiency audit. 
Accordingly, one fruitful area of future research 
would be to investigate whether or not the 
decision maker’s attitude towards evidence is 
driven by task uncertainty, the perceived 
decision consequences, or both of these factors. 

Another related area for future research is to 
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explore whether other dimensions of task 


uncertainty and decision consequences (and of 
different magnitudes) affect the model’s recency 
effects prediction. In the present study, the 
scope of the investigation is limited to only 
one .aspect of each variable (i.e. for task 
uncertainty, evidence diagnosticity; for decision 
consequences, legal liabilities). Thus, other 
aspects of task uncertainty (e.g. degrees of 
task structure, cf. Abdolmohammadi & Wright 
1987) and decision consequences (e.g. differen- 
tial reward/penalty structures) also could be 
examined. To this end, we wish to point out 
that by failing to explicitly -manipulate ` the. 
decision consequences variable (e.g. via alter- 
native penalty structures), this study’s results 
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on the state auditors’ sensitivity towards evidence 
remain tentative. 

Finally, the present study’s findings could have 
potential implications on performance auditing of 
social programs. The results of a performance 
audit provide an important input to the political 
process of resource allocation. Clearly, the 
amount of task uncertainty associated with 
some social programs (e.g. drug abuse preven- 
tion) may be higher than that of others (e.g. 
student loans). If the performance auditors are 
confirmation-prone in weighing evidence and 
their magnitude tends to increase proportionally 
as the task uncertainty increases, then the 
resulting resource allocations also could be 
systematically affected in a similar manner. 
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APPENDIX 


Under the (++—-—) condition, the relative size of belief 
revisions for positive evidence, [S2-So], can be derived as 
follows: 


let Sy 
S2 


So + BC — Sox) 
Si + BCL — S1 (x2). 


Without losing generalizability, assume s(x) = s(x2) and both 
are equal to a constant. By substituting (A1) into (A2), 


(Al) 
(A2) 


S2 = {So + BC — So)} + BL 1 — [So + BO — So))} 
= So + BCL — So) +B ~ BSo — BOI — So) 
= So + B{C1 — So) + (1 — So) — BCL ~ So)} 
= Sot (1 — So) (2B — B?). 
Thus, Sz- So = qa =: So) (2B =. B?). 


The relative size of belief revisions for negative evidence, 
[S4—S2], can be derived as follows: i 


S2 — a525(X3) 
S3 — @S35( x3). 


Again, assume s(x3) = s(x4), and both are equal to a constant. 
By substituting (A3) into (A4), 


(A3) 


let $3 = 
(A4) 


S4 


S4 = (S2 ae aS2) = a(S2 = aS2) 
=, Sz as aS2 = aS + aS». 
Thus, Se-S2 = 


~S2(2a — a”), or [S4-S2] = S2(2a — a?). 


Correspondingly, under the (— —-++) condition, the relative 
size of belief revision for negative evidence, [S2-So], can be 
derived as follows: 


let Sy 
S2 


So — aSos(x1) 
Sı — aS1s(x2). 


(A5) 
(A6) 


Further, let s(x) = s(x2), and both equal to a constant. By 
substituting (A5) into (A6), 


S2 = (So — 4S0) — a(So — aSo) 
= So — So — AS + A250. 
Thus, S2-Sy = —So(2a — a?), or [S2 — So] = So(2a — a). 


The relative size of belief revis ons for positive evidence, [S4— 
S2], can be derived as follows: 


S2 + BC ~ S2)s(s3) (A7) 
S3 + BCL — $3)s(x4). (A8) 
Assume s(x3) = s(x4) and both are equal to a constant. By 
substituting (A7) into (A8), 


let S$: 3 
S4 


ll 


S4 = {So + BC — S2)} + B{1 — [S2 + BCI — S2)]} 
= $ + BU — S2) + B — BS. — BCA — S2) 
= $S, + BÐ - $2) + — $2) — BC — S2)} 
= $2 + (1 — S2) (2B — B*). 
Thus, Ss-S2 = (1 — S2) (2B — B). 
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Abstract 


This study investigates the effect of outcome knowledge on auditors’ judgments. Specifically, we varied the 
degree of surprise of the outcome to determine its effect on hindsight judgments in an auditing task. Results 
indicate that when the outcome is surprising, ex ante judgments are affected. However, when the outcome is 
not surprising, foresight and hindsight evaluations are not significantly different. We also tested a simple 
decision aid designed to reduce the hindsight effect. While the results were weak, we were able to move 
foresight judgments in the direction of the related hindsight judgment. 


Decision research in both psychology and 
accounting has documented a phenomenon 
known as the hindsight effect: people tend to 
judge a possible outcome as ex ante more likely 
when they know that outcome has occurred. 
That is, they believe they “knew it all along”. 
(See Hawkins & Hastie, 1990, for an excellent 
review of this research.) Because they are 
involved in judgments and decisions which are 
often evaluated in hindsight, auditors provide 
an appropriate and rich context for study of this 
phenomenon. 

The purpose of this research is to investigate 
the effect of outcome knowledge on audit 
judgments. First, we hypothesize that the size of 
the hindsight effect depends on the consistency 
between the evidence and the outcome, that is, 
the degree of surprise of the outcome. We test 
for this surprise effect in two different auditing 


contexts. In the first, the consistent evidence- 
outcome scenario involves a negative outcome. 
In the second, the consistent evidence-outcome 
condition involves a positive outcome. We 
believe that including two different auditing 
tasks will increase the potential to generalize 
the results. 

In addition, a novel strategy for reducing the 
hindsight effect is introduced and tested with 
both tasks. We developed a decision aid 
designed to decrease the surprise of a potential 
outcome, which has the effect of increasing the 
consistency between the evidence and the 
outcome. We hope to reduce the difference 
between the foresight and hindsight judgments 
by altering the foresight judgment, rather than 
the traditional attempts of reducing this 
difference by altering the hindsight judgment. 

In this paper, the research questions are 


* The authors gratefully acknowledge the helpful comments of Robert Ashton, Sarah Bonner, Terry Campbell, Robert Libby, 
an anonymous reviewer, and participants in the accounting workshop at the University of Oklahoma on earlier versions of 


this paper. 
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addressed with two experiments. The first 
experiment consisted of an internal control task 
with four outcome knowledge conditions (fore- 
sight, consistent evidence-outcome hindsight, 
inconsistent evidence-outcome hindsight, and 
decision-aided foresight) to investigate the 
effect of the degree of surprise of the outcome 
on the extent of the hindsight effect. 

In prior studies, the hindsight bias has been 
defined as a significantly higher conditional 
probability assigned by subjects to an outcome 
in the hindsight condition (full outcome know- 
ledge) than in the foresight condition (no 
outcome knowledge). We have operationalized 
the hindsight effect in a slightly different way, 
to provide increased external validity to our 
tasks. Instead of a probability judgment of an 
outcome event, our dependent variable is a 
more realistic audit judgment. 

In our first experiment, subjects were given 
information. about the internal control system 
of a small company. The information was 
the same for all subjects. Then, two groups 
of subjects were given information about 
an outcome; one group received a rather 
unusual outcome (embezzlement) while another 
received a more usual outcome (small errors). 
Rather than requesting probability judgments 
for the outcome event itself, we asked subjects 
to give an overall evaluation of the internal 
controls. 

While this is not precisely the same oper- 
ationalization of the hindsight effect as the one 
found in prior psychology studies,’ it is more 
realistic for our task and our subjects. When 
auditors’ judgments are evaluated in hindsight, 
they want their work to demonstrate due 
professional care. In our first experiment, the 
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evidence for this is found in the internal control 
evaluations, rather than in a probability judg- 
ment of an unknown outcome. No matter what 
the eventual outcome, it should not affect 
auditors’ ex ante internal control evaluations. 

Our results showed that a surprising outcome 
was associated with a significant hindsight effect. 
However, an outcome which was not surprising 
resulted in no significant hindsight effect. The 
decision aid proved effective in reducing, but 
not eliminating, the hindsight effect. 

The second experiment consisted of an 
opinion formulation task.? It was included to 
show that the surprise hindsight effect exists for 
positive as well as negative surprising outcomes. 
Again, we provided outcome information but 
did not use the probability of that outcome as 
the dependent variable. Rather, we asked 
subjects for the likelihood that they would have 
qualified the opinion, given the set of facts 
provided. As in the first experiment, we selected 
a more realistic dependent variable. Such a 
judgment should not be affected by the out- 
come. The results confirmed the surprise effect 
found in the first experiment. 

The remainder of the paper is organized as 
follows. The next section contains a review of 
the relevant literature and the hypotheses to be 
tested. Then, two sections provide the details of 
the experiments, including the results of each. 
The final section summarizes our results and 
provides a discussion of their implications. 


PRIOR RESEARCH AND DEVELOPMENT OF 
HYPOTHESES 


Many researchers have documented the 
tendency to overestimate the predictability of 


1 Hawkins & Hastie (1990) discuss “several types of judgment phenomena that are closely related to hindsight effects”, and 
our context is consistent with their examples. The important point is that “all of these phenomena occur because subjects 
are unable or unwilling to ignore certain types of information when making a judgment that, at least from some 
perspectives, ought not to be based on the information” (p. 319). f 


2 We designed this experiment and gathered the data before the Auditing Standards Board revised the standards pertaining 
to qualified opinions in the United States. Statement on Auditing Standards No. 59 has eliminated the “subject to” opinion, 
but there is still a significant reporting modification required (Ellingsen et al., 1989). So while technically this decision is no 
longer made as stated in our experiment, the substance of the problem still exists, Further, because this decision provides 
an effective example of a surprise-favorable outcome (in contrast to the surprise-unfavorable outcome from Experiment 1), 
it is reported here to demonstrate the robustness of the surprise effect on hindsight judgments. 
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reported outcomes (e.g. Fischhoff, 1975, 1977; 
Hasher et al, 1981). The effect has been 
documented in a variety of contexts, such as 
nursing (Mitchell & Kalb, 1981), football 
(Leary, 1981) and medicine (Arkes et al., 
1981). The hindsight phenomenon has also 
been demonstrated in accounting contexts. 
Under specific conditions set forth by Brown & 
Solomon (1987), performance evaluations based 
on accounting data were subject to a hindsight 
effect. In a series of experiments about internal 
audit decision making, Bailey (1986) found 
that outcome knowledge affected the internal 
control judgments of internal auditors. 


Explanation for the hindsight effect 

While many researchers have documented 
the existence of a hindsight effect, few have 
attempted to explain the reasons for its existence. 
Fischhoff (1975) suggested that decision makers 
immediately integrate outcome knowledge 
with their previous knowledge in an attempt to 
form a coherent and consolidated explanation 
with the information. The suggestion is that this 
is a cognitive process where actual memory 
encodings are altered. It would follow logically, 
then, that foresight judgments and hindsight 
judgments would be different. 

In contrast to this explanation, Hasher et al. 
(1981) showed that, when new information is 
added to a previous knowledge state, the 
previous state remains in memory. However, it 
appears that subjects must “exert unusual effort 
to retrieve pre-updated information” (p. 95). 

A combination of these ideas has recently 
been used to explain the hindsight effect. 
Called a cognitive schemata explanation (Brown 
& Solomon, 1989), it suggests that the availability 
of a coherent schema to explain a priori evidence 
and the revealed outcome dominates any previous 
schema in memory. Factors such as recency, 
output interference and availability may influence 
the relative strengths of the pre- and post- 
outcome schemata. The crucial point is that there 
is a difference between the original pre-outcome 
perspective and the post-outcome perspective. 
Thus, it is of interest to examine potential causes 
for increasing or decreasing that difference. 
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Surprise outcome: evidence-outcome 
inconsistency 

One interesting result found in prior research 
is that the strength of the hindsight effect is a 
function of how surprising or improbable the 
outcome is. In terms of the discussion above, a 
surprising outcome (i.e. an outcome incon- 
sistent with the evidence) causes the post- 
outcome perspective to be very different from 
the pre-outcome perspective. For example, 
Fischhoff (1977) found that unlikely outcomes 
were associated with a greater hindsight effect 
than likely outcomes in a study using almanac 
questions. Arkes et al. (1981) obtained similar 
results with a medical judgment task. They 
found that, if the symptoms were highly 
predictive of the resulting disease, doctors’ 
judgments showed no hindsight effect. How- 
ever, if the symptoms were less predictive, 
doctors’ judgments showed a significant hind- 
sight effect. Schkade & Kilbourne (1989) 
demonstrated this effect in an employee 
evaluation task. 

Buchman (1985) tested for this surprise 
effect in a bankruptcy prediction task. In his 
experiment, outcome knowledge (foresight or 
hindsight) and type of audit opinion (qualified 
or unqualified) were varied. Hindsight subjects 
were told that the audited firm did file for 
bankruptcy. Subjects who received the un- 
qualified opinion (bankruptcy less likely) were 
expected to show a greater hindsight effect 
than subjects who received the going concern 
qualification (bankruptcy more likely). How- 
ever, both groups showed a significant hindsight 
effect of similar magnitude. ' 

Although Buchman was unable to demon- 
strate it, we agree that the size of the hindsight 
effect should be affected by the degree of 
surprise of the eventual outcome. With the 
benefit of hindsight, we suggest that his results 
could be attributed to several factors. First, he 
manipulated the evidence, not the outcome. 
Since financial statements were provided in 
both outcome conditions, the opinion portion 
of the evidence may have simply been redun- 
dant. Another explanation consistent with his 
results is that, given the financial statements he 
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used, the surprise was the unqualified opinion, 
not the bankruptcy. In order to better assure a 
test of the effect of the degree of surprise of the 
outcome, we manipulated the outcome itself. 
We used a manipulations check and empirical 
knowledge about the occurrence of errors and 
irregularities in determining the degree of 
surprise of the outcomes. 

Our first hypothesis suggests the existence of 
a significant hindsight effect when the evidence 
and outcome are inconsistent, i.e. the outcome 
is a surprise. Our second hypothesis suggests 
that, when the evidence and outcome are 
consistent, hindsight judgments will not be 
significantly different than foresight judgments. 


H,: Internal control evaluations made with outcome 
knowledge that is inconsistent with the a priori 
evidence will be significantly different than foresight 
judgments. 

Ha: Internal control evaluations made with outcome 
knowledge that is consistent with the a priori evidence 
will not be significantly different than foresight 
judgments. 


Decision aid to reduce the hindsight effect 

A number of researchers have attempted to 
reduce or eliminate the hindsight effect. Most 
often, the desired result is to make the 
hindsight judgment more like the foresight 
judgment. For example, Hasher et al. (1981) 
found that certain instructions discrediting the 
outcome information were successful in reducing 
the hindsight effect. When told that the out- 
come information was a mistake, subjects were 
sometimes able to disregard it, eliminating the 
hindsight effect. Slovic & Fischhoff (1977) 
showed that forcing hindsight subjects to 
consider other possible outcomes in addition to 
the actual outcome reduced the hindsight 
effect. Unfortunately, most hindsight “debiasing” 
attempts have not been successful (see Fischhoff, 
1982, for an extensive review). 

In a recent attempt to eliminate the hindsight 
effect, Arkes et al. (1988) had subjects evaluate 
the probability of three outcomes (rather than 
the usual one). Two treatment groups, one 
foresight and one hindsight, were asked to give 
a reason for each possible outcome. This aid 
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reduced the hindsight effect: the number of 
subjects demonstrating the hindsight bias was 
lower in the hindsight-reasons group than in 
the hindsight group not asked to list reasons. 
Another interesting result in this study was that 
subjects in the foresight-reasons group gave 
judgments that were closer to those of the 
hindsight group than the judgments given by 
subjects in the foresight group who did not give 
reasons. However, Arkes et al. (1988) reported 
this data without comment or analysis. 

The approach to reducing the hindsight 
effect suggested by that result may be feasible 
in auditing contexts. That is, rather than 
altering hindsight judgments, it might be useful 
to make the foresight judgment more like the 
hindsight judgment. Consider, for example, the 
evaluation of internal controls. If there is 
a weakness in the internal control structure 
that is overlooked by an auditor, the result 
could be a reduction in the efficiency or 
effectiveness of the audit. If the outcome of this 
weakness were some error or irregularity, then 
consideration of this outcome would be likely 
to cause the auditor to notice the weakness. 
Potential outcome knowledge could cause an 
auditor to focus on an internal control weak- 
ness, information that might otherwise be 
overlooked. 

With regard to aids in the evaluation of 
internal control, Cushing & Loebbecke (1986) 
found that many firms have developed exten- 
sive questionnaires and checklists for auditors. 
However, in their sample of the 12 firms which 
included the world’s eight largest firms, only 
one provided “an extensive discussion of, and 
emphasis on, how errors and irregularities 
could be concealed in connection with their 
evaluation of internal control” (Cushing & 
Loebbecke, 1986, p. 20). This information 
could reduce the hindsight effect by making 
foresight judgments more like hindsight judg- 
ments, rather than the more traditional approach 
of “debiasing” the hindsight judgments which 
has had little success. We wanted to see if a 
simple cue that captured the essence of that 
perspective, increasing attention to possible 
negative outcomes, would reduce or eliminate 
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the hindsight effect that Bailey (1986) found 
and that we hoped to demonstrate in our 
experiment. 

Simple decision aids, causing decision makers 
to focus on important information, have been 
effective in altering judgments. For example, 
Levi & Pryor (1987) had subjects imagine both 
reasons for an outcome and various outcomes. 
They found that the subjects’ self-generated 
reasons for an outcome affected the subjects’ 
predictions. Such aids have also altered judg- 
ments in auditing contexts (e.g. Butler, 1985; 
Kachelmeier & Messier, 1990). Our decision 
aid was designed to help subjects focus on an 
outcome as well as potential causes. We suggest 
the following hypothesis: 


Ha: When auditors are given a cue to consider a 
potential outcome, their internal control evaluations 
wili not be significantly different than judgments made 
by auditors who had actual knowledge that the outcome 
had occurred. 


In terms of the discussion of the explanation 
of the hindsight effect, we want to alter the 
original perspective (schema) with a simple 
decision aid, making it more like the post- 
outcome perspective. Since it is difficult to 
influence the hindsight evaluation of persons 
who did not make the original judgment, the 
idea is to make sure that the person making the 
original judgment considers the potential out- 
come so that the original judgment is more like 
the judgment of that second evaluator. 

The decision aid suggests a cue that the 
decision maker does not ignore. What the 
success of such an aid would argue for, in an 
applied setting, is making sure, with checklists 
for example, that auditors carefully consider all 
possibilities before making their decisions. 


Positive vs negative outcomes 

In our first experiment, using an internal 
control judgment, the condition with consistent 
evidence and outcome involves a positive 
outcome, while the inconsistent condition 
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involves a negative outcome. Because it has 
been suggested that negative events are given 
greater weight than positive events (eg. 
Skowronski & Carlston, 1989), we tested the 
first two hypotheses in a different context. In 
the second experiment, we used an opinion 
formulation task where the consistent evidence- 
outcome involved a negative outcome; similarly, 
the surprise condition involved a positive 
outcome. 


EXPERIMENT 1 


Method 

Subjects. A total of 52 auditors from five 
international accounting firms participated in 
the first experiment. The auditors were primarily 
seniors and supervisors with between three and 
seven years of auditing experience. Mean and 
median years of experience were 4.5 and 5 
years, respectively. 

Design and procedure. Auditors were ran- 
domly assigned to one of four outcome- 
knowledge conditions: foresight (no outcome 
knowledge), inconsistent evidence-outcome 
hindsight, consistent evidence-outcome hind- 
sight, and the decision-aided foresight condi- 
tion. There were 13 subjects in each condition. 
Most of the subjects completed the experi- 
mental tasks during regular monthly staff meet- 
ings with the experimenters present. A small 
number were returned by mail.? 

The internal control evaluation task was 
modeled after the one used by Bailey (1986). 
Subjects were given brief instructions followed 
by five pieces of information about the internal 
controls in the sales/receivables cycle and then 
asked to evaluate the strength of the controls 
on a scale from 1 (very weak) to 7 (very 
strong). The information contained a crucial 
item that indicated a serious weakness in the 
internal controls: separation of duties was 
violated with respect to the accounts receiv- 
able billing and collection functions. In the 


3 No significant differences were found due to method of data collection. 
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foresight condition, subjects recorded their 
beliefs after reading the internal control evi- 
dence. In the inconsistent evidence-outcome 
hindsight condition, subjects were given out- 
come information before they were asked to 
record their beliefs. After reading the internal 
control data, the subjects were told that, after 
the audit, it was discovered that the accounts 
receivable clerk had embezzled over $150,0004 
by altering billings and deposits. In the con- 
sistent evidence-outcome hindsight condition, 
the subjects were told that, after the audit, 
several small (not material) errors were found 
when the billings and collections were recon- 
ciled by the accounts receivable clerk. Both 
hindsight conditions were designed to bring 
attention to the weakness in the internal 
control structure. After all the information had 
been presented, the subjects were asked to rate 
the internal control structure using only the 
information available at the time of the audit. In 
all treatments, the internal control system was 
held constant. Thus, the evaluation of its 
strength should not be affected by outcome 
knowledge of any type.’ 

The surprising outcome, that over $150,000 
had been embezzled, is a relatively rare event. 
Although the description of the controls allows 
for this possibility, the probability of embezzle- 
ment conditioned on the evidence is low. 
While it is possible, it would still be surprising 
to an auditor to find such an irregularity. On the 
other hand, when such an internal control 
weakness exists, it is not unusual to find small 
errors.° 
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In the decision-aided foresight condition, 
subjects were given the same internal control 
information as other subjects. Then, before they 
were asked to rate the strength of the internal 
control system, they were asked to think about 
the possibility of embezzlement and the con- 
trols needed to prevent it. Finally, subjects 
rated the strength of the controls on the same 1 
to 7 scale. The purpose of the decision aid 
is to alter the encoding or interpretation 
of the original evidence, causing subjects to 
simulate judgment under surprise hindsight. 
We think this type of cuing would be easy and 
appropriate in some auditing tasks. 

The dependent variable was the rating of the 
internal control system. This is an externally 
valid judgment, and although the hindsight 
effect has traditionally been demonstrated with 
a probability judgment (of the outcome), the 
judgment we used should also be unaffected by 
outcome knowledge. 


Results 

The mean judgment was 4.08 for subjects in 
the foresight condition; 3.92 in the consistent 
evidence-outcome hindsight condition; and 
2.69 in the inconsistent evidence-outcome 
hindsight condition. The mean judgment for 
the decision-aided foresight treatment was 
3.46. The differences in means are all in the 
predicted direction. 

A 4 X 1 analysis of variance (ANOVA) 
confirmed a significant main effect due to 
outcome knowledge, F(3, 48) = 4.281, p < 
0.01. We compared the mean foresight judg- 


4 We do not consider the dollar amount here relevant to the treatment of the problem. Since the problem involves fraud, 
any amount should trigger a similar response. 


5 Complete experimental materials are available upon request. Send requests to J. L. Reimers, College of Business R53-A, 
Florida State University, Tallahassee, FL 32306-1042, U.S.A. 


é Independent auditors were asked to evaluate the surprise of the outcomes. A small sample of auditors was given the 
evidence and then asked to give the probability that a particular outcome would occur. The surprise (inconsistent 
evidence-outcome) outcomes were assigned probabilities between 0.10 and 0.42, with a mean of 0.25. The not-surprising 
outcomes (consistent evidence-outcome) were assigned probabilities between 0.60 and 0.95, with a mean of 0.76. 
Additionally, empirical evidence supports our manipulations in both cases. Several accounting researchers have 
documented the perception by auditors that irregularities are more unusual than errors (e.g. Coakley & Loebbecke, 1985). 
With respect to the opinion formulation case, we relied on an actual case for our consistent evidence-outcome scenario. 
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ment (4.08) to each of the hindsight conditions 
with planned comparisons,’ finding a significant 
difference between the mean judgment in the 
inconsistent evidence-outcome hindsight condi- 
tion (2.69) and the foresight condition, F (1, 
48) = 10.7, p < 0.01. However, the difference 
between the consistent evidence-outcome hind- 
sight condition (3.92) and the foresight condi- 
tion was not significant, F (1, 48) = 0.14, p > 
0.75. This supports the first two hypotheses: an 
outcome that is inconsistent with the evidence 
is associated with a hindsight judgment which 
is significantly different from a foresight judg- 

ment, while a consistent outcome is associated 
‘with a hindsight judgment which is not 
significantly different from a foresight judgment. 

The third hypothesis, predicting the useful- 
ness of a simple decision aid in reducing the 
hindsight effect, was tested by comparing the 
mean judgment of the decision-aided foresight 
group (3.46) and that of the inconsistent 
evidence-outcome hindsight group (2.96). We 
know from the test of the first hypothesis that 
there is a significant hindsight effect (i.e. 4.08 is 
different than 2.96). If we can alter the foresight 
judgment with a decision aid, replacing the 
mean of 4.08 with a new mean judgment of 
3.46, does the significant hindsight effect still 
exist? Comparing the mean judgment of the 
decision-aided foresight subjects to that of the 
inconsistent evidence-outcome hindsight sub- 
jects, we found that those judgments are not 
significantly different, F (1, 48) = 2.62, p > 
0.10. Thus, the second hypothesis is weakly 
supported: a simple decision aid alters fore- 
sight judgments in such a way as to reduce the 
hindsight effect. 
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Method 

Subjects. Fifty-two additional auditors from 
the same accounting firms participated in the 
second experiment. As in the previous subject- 
pool, the auditors were seniors an supervisors 
with average experience of 4.5 years. 


Design and procedure. For the second experi- 
ment, we selected an opinion formulation task 
modeled after an actual case where the opinion 
had been qualified (Accounting Trends and 
Techniques, 1984). We gave subjects infor- 
mation about a company’s financial risk result- 
ing from asbestos litigation and then asked 
them to give the likelihood that they would or 
would not issue a qualified opinion. Again, we 
used a scale from 1 (definitely would qualify) 
to 7 (definitely would not qualify). Like the 
first experiment, this experiment consisted of 
four treatments: the foresight condition, the 
consistent evidence-outcome condition, the 
inconsistent evidence-outcome condition and 
the decision-aided foresight treatment. Again, 
we used two different outcomes, one consistent 
with the evidence and the other inconsistent. 
The first was that there was additional litigation 
concerning the collection of the insurance 
settlement. This outcome knowledge was given 
after other information that was consistent with 
such an outcome. The other outcome know- 
ledge condition consisted of an outcome that 
was more surprising, given the evidence. Given 
the pessimistic evidence about the troubles of a 
company involved in asbestos litigation, the 
surprising outcome was that there was no 


? Comparisons were planned prior to inspecting the data and calculated according to Winer (1971, pp. 170-175). 


8 Actually, the mean of the decision aid judgments was not significantly different from either the foresight or surprising 
hindsight judgments. So while we were able to move the judgment in the right direction, we did not eliminate the hindsight 


effect. 
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further litigation. This situation is realistic and 
is one which allows us to reverse the consistent- 
positive outcome relationship found in the first 
experiment. In this case, unlike that used in the 
first experiment, the outcome consistent with 
the evidence is negative and the surprising 
outcome is positive. 

The decision-aided foresight treatment for 
this experiment was similar to that of the first 
experiment. Before making a judgment, sub- 
jects in this treatment group were asked to 
consider the worst possible outcome. Because 
the unfavorable outcome is not surprising in 
this case and we expect auditors in the unaided 
foresight condition to recognize this, a decision 
aid in this case is not expected to affect the 
auditors’ judgments. Numerous auditing studies 
have shown that auditors consistently weight 
negative evidence more heavily than positive 
evidence (Ashton & Ashton, 1988; Butt & 
Campbell, 1989; Kida, 1984). Since the possible 
negative outcome is so crucial, a decision aid to 
remove the surprise of a favorable outcome 
would not be expected to have any significant 
effect. Our decision aid treatment was included 
in the study for completeness. 

Subjects rated the likelihood of the firm 
receiving a qualified opinion, on a scale from 1 
(definitely would qualify) to 7 (definitely 
would not qualify). Once again our dependent 
variable was not a probability judgment of the 
outcome. Rather, we selected a more externally 
valid judgment. As in the previous task, out- 
come knowledge should have no effect on 
auditors’ judgments. 


Results 

The results support the first two hypotheses: 
the inconsistent evidence-outcome hindsight 
treatment was associated with a larger hindsight 
effect than the consistent evidence-outcome 
hindsight treatment. The foresight condition 
yielded a mean response of 2.85, while 
the mean responses of subjects in the consis- 
tent and inconsistent evidence-outcome condi- 
tions were 2.23 and 4.08, respectively. The 
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mean judgment for the decision-aided foresight 
treatment was 2.69. 

A 4 X 1 ANOVA (outcome knowledge Xx 
task) confirmed that there was a significant 
main effect for the outcome knowledge condi- 
tion, F (3, 48) = 6.284, p < 0.01. Planned 
comparisons confirmed that the judgments 
given by subjects in the inconsistent evidence- 
outcome hindsight condition were significantly 
different from the judgments given by the 
foresight subjects, F (1, 48) = 9.85, p < 0.01. 
However, there was no statistically significant 
difference between the foresight and consistent 
evidence-outcome hindsight conditions F (1, 
48) = 1.91, p > 0.10. These results confirm our 
first two hypotheses. Thus, our results are 
consistent for positive and negative outcomes. 

Unlike the results from the first experiment, 
the mean judgment of the decision-aided fore- 
sight subjects (2.69) was significantly different 
from the inconsistent evidence-outcome hind- 
sight subjects (4.08), F (1, 48) = 12.5, p < 
0.01. The decision aid moved the mean judg- 
ment in the right direction; but, as expected, it 
was not a significant movement. As discussed 
above, this may be due, in part, to auditors’ 
conservative nature and professional skepticism, 
since reversing the hindsight effect in this case 
meant making a less conservative judgment. 


SUMMARY AND DISCUSSION 


We have demonstrated that the consistency 
between evidence and a subsequent outcome 
can have an impact on the degree of the 
hindsight effect. Specifically, we have shown 
that auditors’ judgments reveal a hindsight 
effect when the outcome is inconsistent with 
the evidence, i.e. a surprise. However, when the 
outcome is consistent with the evidence, the 
hindsight effect is not significant. Similar results 
have been noted in more general tasks but have 
not been previously confirmed in an auditing 
context. 

We have taken the research one step further, 
arguing that the hindsight effect may be 
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reduced by altering the foresight judgment 
rather than by debiasing the hindsight judg- 
ment. Auditors live in a world where their 
decisions are often judged in hindsight.and they 
may be unable to influence those who make the 
hindsight evaluations. Using a simple decision 
aid, we attempted to have auditors mentally 
simulate a surprising outcome when they did 
not have outcome knowledge. While not over- 
whelmingly successful, the results indicate that 
foresight judgments can be moved in the 
direction of hindsight judgments. More sophisti- 
cated aids could increase the effectiveness of 
this approach. 

The practical implication of these results 
relates to the types of outcomes auditors face 
and the potential for reducing the amount of 
surprise in those outcomes. Because auditors 
who are engaged as expert witnesses, for 
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example, are unrelated to the original decision 
makers, it is difficult to alter their decisions. 
Instead, auditors can specifically consider more 
alternatives when engaged in the original 
decision making, thereby reducing the surprise 
in the actual outcome. These results suggest 
their decisions would then be more closely 
aligned with ex post decision makers/evaluators. 
The limited success of the decision aid indicates 
that there is a potential gain from the use of 
extensive checklist and questionnaires and that 
more research should be done to investigate 
the effects of such audit aids. 

In addition to auditing, there are other 
accounting and business contexts where the 
hindsight effect may be important. Since many 
business decisions are evaluated in hindsight, 
we hope to extend this research to more 
general managerial contexts. 
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RELIANCE ON BUDGETARY CONTROL, MANUFACTURING PROCESS 
AUTOMATION AND PRODUCTION SUBUNIT PERFORMANCE: A RESEARCH 
NOTE* 


ALAN S. DUNK 
University of Western Sydney, Nepean 


Abstract 


The degree to which reliance can be placed on budgetary control in the assessment of production subunit 
performance, particularly with the advent of manufacturing process automation involving, for example, 
robots and CAD/CAM, is problematic. While budget-based control systems are extensively employed in 
organizations, such usage does not provide clear evidence of their utility as performance enhancement 
vehicles as advances are made in the automation of manufacturing processes. The purpose of this paper is to 
report the results of a study which examines the effect of automation on the link between reliance on 
budgetary control and production subunit performance. The findings suggest that manufacturing process 
automation moderates the relation between reliance on budgetary control and departmental performance. As 
such, firms may benefit from a reliance on budgetary control in the evaluation of production subunit 
performance as manufacturing processes become more automated. 


The extent to which reliance can be placed on 
budgetary control in the evaluation of produc- 


tion subunit performance, particularly with 


the advent of new technologies, for example 
robots, computer assisted design and computer 
assisted manufacturing (CAD/CAM), is problem- 
atic (e.g. Kaplan, 1983, 1984; Scapens, 1985; 
Johnson & Kaplan, 1987). The literature re- 
ports extensive research (e.g. Hopwood, 1972; 
Otley, 1978; Brownell, 1982; Brownell & Hirst, 
1986; Merchant, 1984; Govindarajan, 1988) 
which has examined a range of settings in 
which different emphases, types and styles of 
use of budgetary information have been used 
for control purposes within organizations. 
Research has not, however, focused on whether 
or not a reliance on budgetary control can 
enhance production subunit performance as 
firms expand their use of automated manu- 


facturing processes. This is of some concern, 
particularly since Brownell & Merchant (1990) 
speculated that automated controls built into 
manufacturing technology, for example, auto- 
mated quality control systems, could reduce the 
utility of budgetary controls in enhancing 
production department performance. Despite 
the extensive use of budget-based control 
systems in organizations (Bruns & Waterhouse, 
1975), such usage does not provide clear 
evidence of their efficacy as performance en- 
hancement vehicles, particularly as advances are 
made in manufacturing process automation. The 
purpose of this paper is to report the results of a 
study which addresses the issue of whether or 
not manufacturing process automation influences 
the association between reliance on budgetary 
control and production subunit performance. 

In the following section, the theory is 


* Thanks are due to Peter Brownell, Graeme Harrison, and to participants at workshops at Monash University, the 
University of Strathclyde and the University of Calgary, for their comments on earlier drafts of this paper. The author is also 
grateful to participants in sessions at the 1989 International Conference on Research in Management Control Systems, and 
to those at the Queen’s University 1989 Social and Behavioral Accounting Conference. 
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developed to provide the basis for the hypo- 
thesis underlying the study. The next section 
presents the research method, and the sub- 
sequent section details the results. The final 
section discusses the conclusions and the 
implications to be drawn from this research. 


4 


PRIOR STUDIES AND RESEARCH 
PROPOSITION 


The expansion in the employment of auto- 
mated production processes is becoming evi- 
dent in many organizations (e.g. Kaplan, 1983, 
1986; Hayes & Jaikumar, 1988). Manufacturing 
process automation ranges from the use of hand 
tools and manual machines to the use of 
computer-controlled process technologies 
in the fabrication and assembly of output 
(Adler, 1988; Clark & Hayes, 1988; Dimnik & 
Richardson, 1989). Competition in the global 
marketplace has put pressure on firms to install 
programmable automation encompassing CAD/ 
CAM, flexible manufacturing systems, robotics 
and computer-integrated manufacturing (Hayes 
& Jaikumar, 1988; Hendricks, 1988). 


Manufacturing process automation and 
control 

Manufacturing process automation is €x- 
pected to result in increased control over 
production department activities. The automa- 
tion of manufacturing processes enhances the 
certainty in the production process and in- 
creases the understanding of cause—effect rela- 
tions (Thompson, 1967; Hirst, 1981). As a 
greater emphasis is placed on the employment 
of automated manufacturing equipment, more 
detailed knowledge of the task-conversion 
process is required. It is not sufficient to rely on 
operator feel for their machines for process 
control when’ automated equipment is used, 
since process instructions must be stated in 
precise terms if production is to take place 
(Hayes & Jaikumar, 1988). Product output can 
be made to more exacting specifications with 
automated equipment, but in order to do so, 
explicit, unambiguous instructions built into 


computer programs are essential (Hayes & 
Jaikumar, 1988). Developments in manufactur- 
ing process automation enhances the degree of 
control over manufacturing activities by in- 
corporating control mechanisms directly into 
the manufacturing technology (Hayes et al., 
1988, p. 274; Brownell & Merchant, 1990). 
Illustrating this point, Perrow (1986, pp. 20— 
21) argued that complex sets of rules are built 
into the machines themselves, ensuring that 
products have predetermined attributes. These 
rules also specify product output rate para- 
meters, and the precise types of material that 
are required for machine operation. As such, 
one important feature of process automation is 
its programmability (De Pietro & Schremser, 
1987). Thus, in highly automated environ- 
ments, the production processes and the know- 
ledge of cause-effect relationships are more 
certain because of computer control through 
techniques such as CAD/CAM. Hence, in highly 
automated production subunits, product out- 
put is more likely to comply with pre-specified 
characteristics. 

Due to the greater control over manufactur- 
ing activities resulting. from the use of auto- 
mated manufacturing equipment, organizations 
will have the flexibility to produce output in 
large volumes, or deliver customized products 
(Kaplan, 1983). Each product category, whether 
produced in large volumes, small batches, or lot 
sizes of one, will have been designed to 
conform accurately to specification. Con- 
sequently, the degree of product standardiza- 
tion is not necessarily an indicator of either the 
degree of process automation employed, or the 
extent of knowledge of input—output relations 
subsumed in the delivery of product output. A 
product produced on a large manufacturing run 
is likely to have, by design, the same character- 
istics and specifications as the same product 
produced in a lot size of one in an environment 
in which there is a focus on the use of process 
automation. Empirical research conducted by 
Merchant (1984) supports the proposition that 
process automation and product standardiza- 
tion do not covary (r = —0.01, ns.) While it 
may be the case that the repetitive manufacture 
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of a single product on a mass production line 
facilitates learning and provides experience 
associated with its manufacture in order to 
eliminate imperfections (Thompson, 1967, p. 
16), such matters will need to have been 
attended to prior to the manufacture of a single 
unit if a high reliance is placed on process 
automation. 

Manufacturing process automation also re- 
sults in lower defect rates and greater efficiencies 
(Kaplan, 1983), and as such, will enable subunit 
managers to better plan, control and operate 
within the cost and other budgetary constraints 
specified for their areas of responsibility. Man- 
agers presiding over advanced manufacturing 
tasks must have a strong sense of machine 
design and software engineering, as well as 
manufacturing processes for effective plant 
control (Hayes & Jaikumar, 1988). The stronger 
link between product design and manufactur- 
ing processes associated with computer control 
results in greater control over production 
equipment, together with greater quality result- 
ing from enhanced process capabilities (Child, 
1984; Howell & Soucy, 1987; Adler, 1988; 
Hendricks, 1988; Lyall et al., 1990). However, 
improvements in product quality are depen- 
dent upon the extent to which quality is 
expressly taken into consideration in the design 
of the manufacturing processes (Dixon & 
Duffey, 1990). This can be achieved by the 
introduction of highly accurate automated 
equipment and from the employment of micro- 
electronics which provide precise process 
control (Child, 1984). 


The influence of manufacturing process 
automation on the link between reliance on 
budgetary control and production subunit 
performance 

The automation of manufacturing processes 
is expected to influence the relation between a 
reliance on budgetary control and production 
subunit performance. When manufacturing pro- 
cess automation is high, the regular and predict- 
able manufacturing processes can be “mapped”, 
encoded and included in the control system 
because means—end relations are generally 
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well known (Ashby, 1964; Buckley, 1969; 
Cunningham, 1978). This mapping and encod- 
ing includes establishing responsibility centres, 
measuring output in financial terms and pro- 
jecting cost relationships (Bruns & Waterhouse, 
1975). A budgetary control system is based on 
such mapping and encoding (Merchant, 1984). 
Macintosh (1981) argued that programmable 
task technology would be associated with 
planning, clear-cut lines of authority, well- 
defined rules, and decision processes that use 
small quantities of concise information. Such 
technology involves little ambiguity, since 
work can be programmed due to the well- 
understood nature of the task-conversion pro- 
cess (Macintosh, 1985, p. 247). Budgets are 
suited as control devices when activities can be 
structured, planning can be carried out with a 
high degree of certainty, and output can be 
measured with a high degreé of accuracy 
(Bruns & Waterhouse, 1975). . 

As manufacturing processes become in- 
creasingly programmable, Merchant (1984) 
argued that budgeting could be more readily 
employed as a central part of the control 
system. He found significant and positive corre- 
lations between process automation and two 
forms of budgetary control: managers’ require- 
ments to explain budget variances and re- 
actions to budget overruns. Since the budget 
represents a financial plan that provides the 
basis for directing, co-ordinating, controlling 
and evaluating the performance of a subunit 
(Bruns & Waterhouse, 1975), and since auto- 
mated production can be undertaken with a 
high degree of certainty, then it follows that a 
high reliance on budgetary control should lead 
to enhanced subunit performance in such 
settings. Hence, when manufacturing process 
automation is high, a reliance on budgetary 
control should promote production subunit 
performance. ' 

By contrast, when automation is low, a 
reliance on budgetary control is not expected 
to enhance subunit performance. In manufactur- 
ing departments with low automation, means— 
end relations are typically less certain 
(Merchant, 1984). As a result, these relations 
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cannot be encoded to the same extent as in 
automated settings. Merchant (1984) argued 
that low automation settings should require a 
de-emphasis on budgetary control and an 
increased reliance on other control methods. 
Alternative methods of control in such situa- 
tions include direct supervision (e.g. Bruns & 
Waterhouse, 1975; Daft, 1983, p. 177). In these 
circumstances, a lower reliance on a budget- 
based form of assessment may be required 
because it is not expected that a budget-based 
form of evaluation will be sufficient for the 
effective planning and controlling of manu- 
facturing subunits. Budgetary forms of evalua- 
tion are likely to need supplementation by 
alternative types of assessment vehicles in 
order to enhance subunit performance. Con- 
sequently, it is expected that when manufactur- 
ing process automation is low, a lower reliance 
on budgetary control will be associated with 
enhanced subunit performance. 


Hypothesis 

Based on the literature review and the theory 
developed in this paper, it was expected that 
the higher (lower) the level of manufacturing 
process automation and the higher (lower) the 
reliance on budgetary control, the higher will 
be production subunit performance. Stating the 
hypothesis in its null form: 


Ho. There is no interaction between reliance on 
budgetary control and manufacturing process automa- 
tion affecting production subunit performance. 


METHOD 


A total of 30 manufacturing organizations 
located in the north of Britain were randomly 
selected from telephone directory listings to 
form the basis of the sample. From each of these 
firms, the manager responsible for production 
was contacted by telephone and requested 
personally to take part in the research project. 
The managers were told that a questionnaire 
with a covering letter would be mailed to 
them, together with a reply-paid self-addressed 
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envelope. In order to promote a higher response 
rate, telephone follow-ups were made. 

The response rate to the mail-out was 87% 
(26). However, two responses were incomp- 
lete in relation to providing data on automation. 
Despite the high response rate, the absolute 
size of the sample is relatively small, though 
sufficient in statistical terms. As such, the results 
of the study may need to be interpreted with 
caution. However, the research focused on 
eliciting responses only from managers respon- 
sible for manufacturing in each of the sampled 
organizations. Consequently, the size of the 
sample is proportionately large, compared with 
the number of firms in the region. For result 
generalizability and for external validity, a small 
representative sample is preferable to a large 
unrepresentative one (Hopkins & Glass, 1978, 
p. 183). The number of cost centre managers in 
the sample could have been increased by 
drawing them from a number of hierarchical 
levels within each organization, but this may 
have made the results susceptible to firm 
effect(s), which would have hindered result 
generalizability. By concentrating the research 
at the manager level selected, it was expected 
that the error variance likely to result in the 
analysis of the responses drawn from managers 
of different hierarchical levels (though still cost 
centre managers) would be reduced. The 
respondents’ average length of experience in 
manufacturing industry was 12.2 years, they 
had held their current positions on average for 
6.3 years, and their mean age was 42.8 years. 
The average number of employees under their 
control was 356. 


Variable measurement 

Reliance on budgetary control. A modified 
form of the eight-item superior evaluation style 
instrument developed by Hopwood (1972) was 
used in this study to measure reliance on 
budgetary control. Hopwood determined eva- 
luative style by asking respondents to rank eight 
evaluation criteria in order of importance as 
seen by the superior. If either or both of two 
criteria, meeting the budget and concern with 
costs, were among the first three ranked 
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TABLE 1. Descriptive statistics for the variables in the study 


Variable n Mean S.D. 

Process automation 24 4.864 2.283 
Reliance on budgetary control 26 9.417 0.752 
Subunit performance 26 3.750 0.587 


criteria, he viewed the evaluation style as being 
one of three types of accounting-based assess- 
ment; if neither of the two criteria was ranked 
in the top three, he regarded the evaluation 
style as non-accounting. In the present study, 
the three accounting-based evaluation styles 
were collapsed into one. Since Brownell (1982) 
noted that many of his respondents failed to 
complete the rank ordering properly, Brownell 
(1985) used, as was the case in this study, a 
fully-anchored five-point Likert scale for each of 
the eight criteria, and the overall score for this 
measure was based on the sum of the two 
criteria of meeting the budget and concern 
with costs. Such a procedure was not expected 
to have any effect on the results, since Hopwood 
(1972) noted in his study that there was 
evidence of consistency in his results between 
employing the evaluation style instrument in its 
ranking form and its use in a five-point rating 
form. Table 1 presents descriptive statistics for 
the measure. The table illustrates that the 
observed values for reliance on budgetary 
control are restricted to 8, 9 and 10. However, 
random sampling provides some confidence 
that the range of scores in the population for 
this variable was captured. Furthermore, from a 
statistical perspective, the nature of the distri- 
bution of an independent variable is not an 
issue in multiple regression (Cohen & Cohen, 
1983, p. 3). 


Production subunit performance. Produc- 
tion subunit performance was assessed by 
employing the same instrument as used by 
Merchant (1981, 1984) and Brownell & 
Merchant (1990). This fully-anchored single- 
item Likert scale measure requires respondents 
to rate the overall performance of their depart- 
ments. Descriptive statistics for the measure are 
presented in Table 1. While the range in scores 


Possible range Actual range 
Min Max Min Max 
0 10 1 10 
2 10 8 10 
1 5 3 5 


for subunit performance was restricted to 3—5, 
random sampling provides, as previously men- 
tioned, some confidence that the range of 
scores for this variable in the population was 
captured. 

Some concern has been expressed in the 
literature regarding the use of self-rating 
measures, in contrast to the use of “objective” 
measures, such as those drawn from quantita- 
tive reports and superiors’ ratings, to evaluate 
performance. While the employment of self- 
ratings may be perceived to present difficulties 
in assessing performance, often from the per- 
spective that they introduce bias, the nature, 
effect and the threat to the validity of conclu- 
sions reached arising from the use of self-ratings 
have never been clearly enunciated. Venkatraman 
& Ramanujam (1987, p. 110) argued that 
neither objective nor perceptual measures are 
superior intrinsically to the other “in terms of 
consistently providing valid and reliable” 
measures of performance. Their study provided 
(p. 117) modest support for the proposition 
that managers’ self-ratings of performance tend 
to be less biased “than researchers have tended 
to give them credit for”. Similar results have 
been found in other studies. For example, 
Heneman (1974) found that self-ratings of 
performance were less lenient than supervisory 
ratings. Parker et al. (1959) and Kirchner 
(1965) found that there was moderate agree- 
ment between supervisory and self-ratings. 


Manufacturing process automation. 
Manufacturing process automation was assessed 
using the Inkson et al. (1970) instrument. Tlie 
measure requires respondents to specify, on 
two 0-5 scales, the degree of automation of the 
bulk of their production equipment, and the 
class their most automatic equipment falls 
within, ranging from hand tools and manual 
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machines to self-measuring and computer con- 
trolled equipment. This range of potential 
choice encompasses the most recent auto- 
mated production equipment, despite the, 
instrument dating back to 1970. Warner (1984) 
noted that this measure is employed extensively 
to assess advances in manufacturing technology. 
In a review of the Inkson et al. measure, Hulin 
& Roznowski (1985) concluded, based on 
evidence from the literature, that the instru- 
ment has utility in assessing automation across 
departments and firms in empirical research. It 
is in current use, having been employed, for 
example, by Merchant (1984), Roznowski & 
Hulin (1985) and Brownell & Merchant (1990). 
The two scale scores of the measure are summed 
to obtain an overall score for automation 
(Hickson et al., 1969; Price, 1972). Descriptive 
statistics for the instrument are reported in 
Table 1. 


RESULTS 


The hypothesis was tested using the follow- 
ing model: 


Y= bo + b,X4 + b2X2 + 63X 1X2 + e,(1) 


where Y is subunit performance; X, is process 
automation, difference scores from median; and 
Xz is reliance on budgetary control. 

The question of whether or not there is an 
interaction between automation and reliance 
on budgetary control affecting subunit per- 
formance can be tested by establishing whether 
bz, the coefficient of the interaction term, is 
significantly different from zero. While the 
significance of b, enables an assessment to be 
made of the presence or absence of such a 
relation, the sign of b3 captures the characteris- 
tics of the effect. The subtraction of the median 
from the automation raw scores has the effect 
of coding high scores positively and low scores 
negatively, thereby enabling b, to be inter- 
preted more clearly. Based on the theory 
developed in this paper, when process automa- 
tion is high and reliance on budgetary control is 
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high, subunit performance is expected to be 
high. In order for such an outcome to result, the 
sign of bz would need to be positive. Similarly, 
it was argued that when automation and 
reliance on budgetary control are both rela- 
tively low, subunit performance would be high. 
In this case, the sign associated with the 
coefficient of the interaction term would once 
again need to be positive. 

Table 2 presents the results of the regression. 
The null hypothesis of no interaction is rejected 
since the coefficient of the interaction term, ba 
is statistically significant at p = 0.009. Not only 
is b3 significant, but the rejection is in the 
expected direction. Hence, the results support 
the theory developed in this paper that when 
reliance on budgetary control and manufactur- 
ing process automation are both high (low), 
production subunit performance is high (low). 
The two-way interaction model itself is signifi- 
cant at p = 0.013 and explains 32.0% of the 
variance in subunit performance. The coefficients 
of the main effects, b, and bz, are not open to 
interpretation since the data are not measured 
on ratio scales (Southwood, 1978). 


CONCLUSIONS AND IMPLICATIONS 


The results of this study suggest that manu- 
facturing process automation moderates the 
relation between reliance on budgetary control 
and production subunit performance. It may be 
concluded, therefore, that as manufacturing 
processes become more automated, companies 
would benefit from a reliance on budgetary 
control in the assessment of their production 
subunits. These results emphasize the impor- 
tance of contextual variables when an attempt 
is made to determine the utility of budget-based 
controls, as well as to provide evidence of the 
circumstances in which budgetary control 
systems are effective (Otley, 1980). Such 
systems may be supported by the use of 
advanced inventory control systems and shop- 
floor tracking systems (Adler, 1988) in the 
management of the production function. 

In a recent study, Williams et al. (1990) 
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TABLE 2. Regression results from testing the hypothesis for subunit performance 


Variable Coefficient Value Std error z p 
Intercept bo —2.5790 2.8310 —0.91 0.373 
Process automation b, —7.9210 2.8310 —2.80 0.011 
Reliance on budgetary control bz 0.6577 0.2896 2.27 0.034 
Interaction of automation and 

reliance on budgetary control bs 0.8423 0.2896 2.91 0.009 


Adjusted R? = 32.0% n = 24 Fs29 = 4.62, p = 0.013 


argued that an underlying premise of manage- 
ment accounting is that a matching should exist 
between budgetary control and the activities of 
subunits such that the objectives of the firm are 
enhanced. Matching process automation to 
reliance on budgetary control in the evaluation 
of production subunit performance appears to 
be one strategy for achieving such a goal. 
Support for the utility of budgetary control 
systems in present-day manufacturing is pre- 
sented in the research conducted by Lyall et al. 
(1990). In their study of 423 commercial and 
industrial firms in the U.K., 94% reported that 
they used budgetary control systems. Of the 
total number of organizations in the sample, 
64% had made modifications to their systems in 
recent years, and of those which had made 
changes, 79 gave the reason that the modifica- 
tions were made to reflect changes in techno- 
logy, while a further 166 firms made the 
changes to improve the effectiveness of their 
control systems. 

The findings of this study suggest that budget- 
based control systems have a role to play when 
manufacturing processes are automated. Kaplan 


(1983, 1984) argued that highly automated 
manufacturing organizations will be required to 
use additional control measures such as innova- 
tion and quality if they wish to be competitive. 
Given the results of this study, these additional 
control measures would complement budgetary 
control rather than supplant it. Further research 
is needed, though, to evaluate the effectiveness 
of such additional control measures in conjunc- 
tion with budgetary control in enhancing 
subunit performance. 

A number of limitations could have influenced 
the results of this study. The hierarchical level of 
the managers within the organizations may have 
affected the findings of this research. Each of the 
managers in the study were responsible for manu- 
facturing in their respective firms. Their reliance 
on budgetary control in automated production 
settings may have been due to their capacity to 
have internal accounting systems tailored to 
meet their specific needs (Porter & Akers, 
1987). Also, data were drawn only from 
organizations that were located in the north of 
Britain. Consequently, the results are potentially 
only generalizable to that population. 
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Abstract 


This paper explores the legal contrast between the well-established “business judgment rule” and a 
comparable, although nascent, “audit judgment rule”. The business judgment rule often appears in litigation 
against corporate directors but not in litigation against public auditors. The audit judgment rule has never 
been voiced or cited explicitly in a case against auditors, but it can be inferred from court opinions. From the 
contextual background of multi-disciplinary research issues, this study focuses on the question of legal 
distinction and restricts the inquiry to case law in the United States. Expertise and professionalism are at the 
center of concern. The first three sections explore the precedential link between burden of proof and 
standard of care. The first section reviews “burden of proof” as a jurisprudential ground for contrasting the 
business judgment rule, described in the next section, and the audit judgment rule, inferred in the third 
section. The different legal “rules” derive from different legal presumptions about the different standards of 
care (i.e. duties) required of corporate directors and of public auditors. In general, case law has placed a 
higher burden of proof for plaintiffs against corporate directors upon whom rests a duty of care that is a less 
detailed and more general standard of behavior. Correlatively, precedent has allowed a lower burden of proof 
for plaintiffs against auditors upon whom rests a duty of care that is more detailed (i.e. higher) than is the 
standard behavior required of corporate directors. Therefore, corporate directors have an easier defense in 
litigation than public auditors have. The different economic roles of directors and auditors are considered 
thereafter, with some implications of these roles as possible justification for the different legal precedents. The 
concluding section comments on recent trends and raises a crucial legal question for corporate audit 


committees, 


What is the relation between the “business 
judgment rule” that is used explicitly by 
attorneys in court litigation and by judges in 
court decisions, and “audit judgment” that is 
the subject of much current research by 
accounting scholars? This question is the original 
and persisting motivation behind the archival 
and interpretive search for answers reported 
here. Simple curiosity led quickly to derivitive 
issues that posed the inevitable ordering query: 
“How should I choose what to ask next?” 
Interactions among preliminary questions and 
tentative answers made the mental scene 
achromatic rather than black and white. 


Are there differences in law between the 
judgment of a businessman and the judgment of 
an auditor? If so, then are the differences 
analytic or empiric? Are the differences in kind 
or in degree? Are the differences trivial and 
merely syntactic, or prudential and pragmatic? 
What is the relation between the business 
judgment rule and legal judgments in suits 
against professional auditors? Does legal liter- 
ature contain reference to an analogous “audit 
judgment rule”? Is the business judgment rule a 
convenient fiction, or a solid science? Is the 
business judgment rule a plot from science 
fiction to be found only in the courtroom, only 


*I wish to express appreciation to Professor Ivan Bull, for many helpful suggestions, and especially for his insightful 
question that is raised in the final paragraph; to law student Sharon Pinkerton, for valuable research assistance through her 
succinct summaries of law cases and related literature; and to an anonymous referee for suggesting important 
improvements. Of course, their contributions do not make them, instead of me, accountable for observation or 


interpretation errors that may remain. 
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in the eyes of litigants, juries, attorneys and 
judges? Or is the business judgment rule 
somehow ontologic? Does it represent a con- 
struction of evidence that is relevant for 
understanding and for wise adjudication of real 
business world controversies? Can the same 
things be said of an audit judgment rule? 
Can evidence be found of different kinds of 
differences among judgments, both in and out 
of the courtroom? What are the essential 
commonalities, the connections of judgment to 
human experiences such as consciousness, 
reason, and morals? What makes each of the 
various observable instances a member of the 
set of events that we call “judgment”? Where 
does judgment fit in a taxonomy of human 
behavior? How is judgment viewed in academic 
disciplines such as finance, cognitive psychology, 
decision theory, artificial intelligence, economics, 
ethics, statistics, game theory, business admini- 
stration, rhetoric and even brain anatomy, as 
well as in auditing and law? 

These contemplative speculations became 
part of a loosely connected background. The 
complexity of interdisciplinary research in 
accounting (that is, accounting in relation 
to anything else and everything else in the 
universe) makes comprehensive definition and 
a precise world-view summary problematic and 
premature, at least for me. However, four 
central terms — “judgment”, “business”, “audit” 
and “rule” —- do convey a general understanding 
for closer examination of the foreground figure 
reported here. Accounting faculty do teach 
courses in auditing, and sometimes auditors do 
get sued for using (allegedly bad) judgment. 
Even readers who are not primarily concerned 
with accounting law nevertheless might be 
interested to learn of similarities and differences 
between the business judgment rule and the 
somewhat comparable, although nascent, audit 
judgment rule. 

Four essential questions invade this study. 
(1) Is there a legal distinction between bad 
business judgment and bad audit judgment? 
(2) If so, what is the legal distinction between 
the “bads”? (3) What is the justification for 
maintaining the legal distinction? (4) What 
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consequences follow from this distinction for 
auditors who get sued for using “bad” audit 
judgment? 

This inquiry into the jurisprudential “predic- 
ament” (i.e. rights v. duties) of auditors in 
America seeks to be more descriptive of “what 
is” rather than ethically judgmental of “what 
ought to be”. Therefore, the rhetorical tone is 
closer to a news report than to a critical 
editorial. The paper proceeds in five sections. 
The first section reviews the general question of 
proof in private litigation. (This background 
material is necessary for understanding the later 
sections. It is presented primarily as a reminder 
of important basics in American jurisprudence, 
both substantial and procedural.) The second 
section examines the “business judgment rule” 
as it has been applied in cases against corporate 
officers. I have found not even one case in 
which the business judgment rule was applied 
or even referenced in a suit against a public 
auditor. The third section creates a new 
integrating concept through inferences from 
cases against auditors. The expression “audit 
judgment rule” has not been labeled or used as 
such in court decisions, and has not appeared in 
legal literature. Nevertheless, the concept does 
seem to be implicit in cases where auditors 
have been sued. The concept helps to clarify 
what otherwise might remain a perplexing, 
even contradictory, array of legal decisions. In 
both the second and third sections, the flow of 
argument is mostly inductive narrative from 
case precedent. The fourth section compares 
the unique roles of corporate directors and of 
professional auditors as they relate to disparate 
legal standards. The final section summarizes 
the research, comments on apparent trends, 
raises a brief question and speculates on 
problems in the future for accounting law. 


BURDEN OF PROOF 


The conceptual issues of trial procedure are 
complex and vary with the social context 
of judgment rules. This section contains 
a core description of American procedural 
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jurisprudence, but in no way attempts a 
comparative analysis of different legal systems 
— not even between the United States and the 
country to which it traces its greatest heritage, 
Great Britain. Three questions arise in every 
case litigation. (1) Which party must shoulder 
the burden of presenting evidence on the 
issues? (2) How much evidence must the party 
present in order to win the suit? (3) What are 
the consequences of this party’s succeeding or 
failing to carry the burden? 

The term “burden of proof” is used some- 
times in referring only to the first question, to 
a party’s responsibility to introduce or go 
forward with evidence. Generally, this burden 
is placed initially on the plaintiff, the party 
bringing suit. More often, the term is used 
in referring to the second question, to the 
plaintiffs initial responsibility to present evidence 
sufficient to prove the facts relied upon and to 
convince the judge or the jury that the plaintiff 
should win the case. This concept is also called 
the “burden of persuasion”. Under certain 
circumstances, the burden of proof (both 
introducing evidence and persuading the judge 
or jury) may shift to the defendant.- Then, 
depending upon the consequences of the 
defendant’s testimony, the burden may shift 
back to the plaintiff. (On burden of proof, 
generally, see Wigmore, 1905, sections 2485— 
2487.) 

Three different and well-established standards 
of proof are used to determine whether the 
plaintiff has produced that degree of evidence 
necessary to persuade the judge or jury. These 
categories of burden are both ancient and 
venerable. The lowest standard is a mere 
“preponderant” evidence. The middle standard 
is a more restrictive “clear and convincing” 
evidence. The highest standard requires evidence 
“beyond a reasonable doubt”. One policy 
rationale behind these different standards is 
that the more a defendant has at stake, the more 
convincing a plaintiffs evidence must be in 
order to lower the probability of doing great 
injustice to innocent defendants. 

For example, in criminal cases neither of the 
two lower standards are sufficient for the 
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government as plaintiff to prevail. The guilt of 
the accused must be proved by evidence that is 
beyond reasonable doubt. This highest standard 
safeguards the defendant’s presumption of 
innocence by weighting the scales against the 
plaintiff. (See Coffin v. United States, 1895, for 
an example and analysis of both “presumption 
of innocence” and “beyond reasonable doubt”.) 
The meaning of “presumption” in this context 
is an “assumption” rather than an inference 
deduced from a given premise. This is in 
keeping with the adage from common law 
jurisprudence, “Better to let the guilty go free 
than to punish the innocent”, This attitude is 
not present in many other cultures, especially 
where (1) the judiciary acts as an agent of the 
executive will, rather than independently, and 
(2) individual freedom is subordinated to a 
regime that rests on different ethical values, Not 
every country allows the benefit of doubt to 
the accused. (For an anthropological introduc- 
tion to jurisprudential issues see Geertz, 
1983, chapter 8, pp. 167-234, entitled “Local 
Knowledge: Fact and Law in Comparative 
Perspective”. ) 

In most civil suits the plaintiff may win by 
satisfying only the lowest standard, that is 
presenting evidence which is slightly more 
convincing than what is offered by the defen- 
dant. If, in the minds of the judge or jury, the 
plaintiffs evidence under this standard has a 
slightly greater probability of truth than the 
defendant’s evidence, then the plaintiff will 
prevail. In some civil cases the middle standard 
of proof, clear and convincing evidence, is 
required. For example, if the charges allege 
fraud or if severe sanctions would be leveled on 
the losing defendant, then the court will 
require the middle standard as protection for 
the (possibly innocent) defendant. The spectacle 
of legal liability through suits for negligence has 
become a primary source of anxiety for both 
corporate directors and public auditors not 
only out of concern for personal careers but 
also because insurance does not cover punitive 
damages. To determine negligence generally, a 
court will compare the defendant’s behavior to 
the conduct of the “reasonable person in the 
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circumstances”. If the defendant’s behavior is 
within this range of reasonable behavior in the 
circumstances, no liability exists. On the other 
hand, conduct falling below this standard of 
reasonableness is deemed a breach of the duty 
of care and thus negligent. 

The law of negligence is premised on the 
notion that a duty of care is imposed on 
everyone to act as a reasonable person. Since 
reasonable persons will modify their behavior 
to fit the circumstances, negligence occurs 
when a person's conduct falls short of the duty 
of care required under the circumstances. 
Because the reasonable person standard is a 
community standard, the customary conduct of 
other people in the community is normally 
admissible and relevant evidence for use in 
determining the appropriate standard of care. 
However, the weight that a court will allot 
to custom will depend upon whether the 
community context is a business or a profes- 
sion. The legal effect of industry and business 
customs differs notably from the legal effect of 
professional customs. While courts traditionally 
consider industry and business custom a factor 
in determining the duty of care, custom alone is 
not conclusive evidence of the due care 
standard for business judgment. On the other 
hand, professional customs are often used as the 
conclusive measure of the reasonable person. 

For example, the custom in most professional 
communities indicates what is viable and 
within the range of current capability (Causey, 
1976, p. 13). Since courts require most plaintiffs 
in professional malpractice suits to show the 
defendant’s failure to meet the standard of the 
professional community, professional custom is 
often the conclusive legal standard of care. 
Usually, the plaintiff must produce expert 
testimony establishing three things: (1) the 
applicable standard of conduct, (2) a breach of 
the standard, and (3) injury as a proximate result 
of the breach. While a director is bound to use 
the care required of an ordinarily prudent 
director in a like position under similar circum- 
stances, the auditor is bound to use the care 
required of a prudent professional accountant in 
a like position under similar circumstances. 
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It is significant that plaintiffs in civil suits 
against corporate officers frequently must meet 
the middle burden of proof. This “clear and 
convincing” standard is imposed despite the 
fact that negligence allegations usually must 
satisfy only the lowest burden. The term, “gross 
negligence”, as used in some courts, implies 
that the plaintiffs charge is more serious than 
negligence but less serious than a crime. It thus 
implies the need for more than a preponderance 
of evidence but not necessarily evidence 
beyond a reasonable doubt. The need for 
evidence that is clear and convincing impedes a 
plaintiffs ability to prevail against corporate 
officers. However, it is also: significant that the 
plaintiff in a negligence allegation against an 
auditor has the relatively easier burden of 
meeting the lowest standard. Needing only a 
preponderance of evidence, the plaintiff is 
more likely to succeed in a case against auditors 
than in a “comparable” case against corporate 
officers. 

In summary, the link between burden of 
proof and standard of care in civil suit is an 
inverse relation: when the standard of care, the 
explicit duty of a reasonable person, is relatively 
high (that is, precise), it is easier for a plaintiff 
to win with only preponderant evidence; when 
the standard of care is relatively low (that is, 
imprecise), the plaintiff must show clear and 
convincing evidence. Possible justification of 
different precedents for corporate officers and 
for public auditors is discussed in the fourth 
section. In the following section, the business 
judgment rule is seen to afford corporate 
officers the protection of a higher burden of 
proof, clear and convincing evidence. 


BUSINESS JUDGMENT RULE 


The focus in this brief treatment of the 
business judgment rule is on the history of case 
law. In the appellate record of litigation where 
the rule has been used, its origin, nature, 
purpose, context, structure and effects are 
often only hinted at. Much is left to the 
reader’s general understanding of American 
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jurisprudence. In what is usually cited as the 
earliest legal decision recognizing a corporate 
director’s duty, the court in Percy v. Millaudon 
(1829, p. 78) said that directors’ liability would 
be established “by showing that the error of the 
agent is of so gross a kind that a man of common 
sense, and ordinary attention, would not have 
fallen into it”. Godbold v. Branch Bank (1847, 
p. 200) also concluded that bank directors are 
responsible only for the grossest kind of errors. 

The earliest expression of the business judg- 
ment rule was given by the court in Hodges v. 
New England Screw Co. (1853, p. 18): “We 
think a Board of Directors acting in good faith 
and with reasonable care and diligence, who 
nevertheless fall into a mistake, either as to law 
or fact, are not liable for the consequences 
of such mistake”. Similarly, Spering’s Appeal 
(1872, p. 24) held that directors are liable for 
“gross inattention and negligence” but not for 
honest mistakes of judgment. In the years 
following these initial decisions, courts have 
developed a coherent albeit sometimes confusing 
body of law for directors’ legal liability. 

Cary (1974a, b) evaluated two Delaware 
Supreme Court decisions, Meyerson v. El Paso 
Natural Gas Co. (1967) and Getty Oil v. Skelly 
Oil (1970). Cary concluded that the courts’ 
definition of the business judgment rule places 
a heavy burden on the plaintiff either to 
establish self-dealing or, if this is not possible, to 
meet the nearly insurmountable test of showing 
“gross and palpable overreaching”. Cary (1974a, 
p. 1107, 1974b, p. 681) delineated the business 
judgment rule and asserted that directors will 
not be held liable absent “gross and palpable 
overreaching”. 

The business judgment rule is sometimes 
stated as “a presumption that in making a 
business decision, the directors of a corpora- 
tion acted on an informed basis, in good faith 
and in the honest belief that the action taken 
was in the best interests of the company” (see 
Aronson v. Lewis, 1984, p. 812). In legal terms, 
a presumption compels the trier of fact to 
assume that if a particular fact (fact A) is 
established, then another specific fact (fact B) 
must be taken by the jury and judge to be 
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similarly established. (Fisk, 1928, p. 100). Once 
fact B is presumed, the party against whom the 
presumption operates bears the burden of 
negating the presumption. For example, when a 
plaintiff sues a corporate director, the business 
judgment rule’s presumption generates the 
following result: if the fact (A) is established 
that a director made an affirmative decision, 
then the fact (B) is presumed true that the 
director acted in good faith and with due care. 
The task of defeating the presumption, the 
burden of persuasion, falls to the plaintiff to 
produce counter-proof if the presumption is 
not to stand (Aronson v. Lewis, 1984, p. 812). 

Most states have codified the duty of care 
required of the corporate director as the care 
required of the ordinarily prudent director in 
a like position under similar circumstances, 
Section 8.30 of the Revised Model Business 
Corporation Act adopts a similar standard: “A 
director shall discharge his duties as a director, 
including his duties as a member of a committee: 
(1) in good faith; (2) with the care an ordinarily 
prudent person in a like position would exercise 
under similar circumstances; and (3) in a manner 
he reasonably believes to be in the best 
interests of a corporation”. Most statutory 
requirements reflect both the good faith and 
the ordinary care requirements embodied in 
the business judgment rule. 

The presumption of sound business judg- 
ment is at the heart of the business judgment 
rule. In a lawsuit when a director employs the 
business judgment rule for defense, and when it 
appears that the director acted diligently and in 
good faith, then the court following precedent 
will not examine the substance of the director’s 
business decision (see Auerback v. Bennett, 
1979). If a director’s decision can be attributed 
to any rational purpose, the court will not 
disturb the director’s decision (Sinclair Oil 
Corp. v. Levien, 1975, p. 720). This rebuttable 
presumption of a corporate director’s sound 
business judgment limits the court’s inquiry to 
two issues: the independence of the director, 
and the reasonableness of the director’s decision- 
making process. These two issues involve the 
presence of five elements which are prerequisites 
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for the corporate director’s reliance on the 
business judgment rule. 

According to Arsht (1979, p. 114), the 
business judgment rule will shield directors and 
their decisions from judicial second-guessing in 
lawsuits only when all five elements of a 
business decision are present: (1) decisive 
action, (2) loyalty, (3) due care, (4) good faith, 
and (5) no abuse of discretion. These elements 
are presumed to be present, and the plaintiff has 
the burden of rebutting this presumption. If the 
plaintiff can prove the absence of any one of 
these elements, then the business judgment 
rule will not shield the director’s decision from 
judicial scrutiny. 

First, the business judgment rule requires the 
director’s duty to decide, to actually make a 
business judgment. It does not shield a director's 
inaction (see Gimbel v. Signal Cos, 1974, 
p. 609). “Technically speaking (the rule) has no 
role where directors have either abdicated 
their functions, or absent a conscious decision, 
failed to act” (Aronson v. Lewis, 1984, p. 813). 
It follows logically that if directors have made 
no conscious decision, then the defense that 
they are not liable for honest mistakes of 
judgment is not available. 

Second, the business judgment rule requires 
the director’s duty of loyalty. Since directors 
perform a fiduciary function for the corporation 
and its stockholders, they have a duty of loyalty 
that demands their conduct show no hint of 
using their position to further private interests. 
The rule charges the directors with the respon- 
sibility of using their position of trust and 
confidence to further the corporate interests 
(see Guth v. Loft, 1939, p. 510). Moreover, 
Arsht (1979, p. 115) argues that a “pro- 
found knowledge of human characteristics and 
motives” requires a recognition that where a 
director “stands to benefit personally from the 
decision as a director ... his ... business 
judgment is likely to be affected by personal 
interest”. Thus, when the plaintiff can establish 
the director’s material personal interest or self- 
dealing in the transaction at issue, then the 
burden of proof shifts to the defendant. There- 
after, the director must demonstrate the fairness 
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of the transaction (Norlin Corp. v. Rooney, Pace 
Inc., 1984, p. 264). 

Third, the business judgment rule requires 
that the director’s decision show due care in 
making reasonable efforts to discover and 
weigh all relevant information. The director’s 
decision must be “informed” in order to 
receive the business judgment rule’s protection 
(Hanson Trust PLC v. ML SCM Acquisition Inc., 
1986, p. 274). Whether a decision is informed 
depends on whether the director was familiar 
with all reasonably available material informa- 
tion before making the decision (Smith v. Van 
Gorkom, 1985, pp. 872-873). 

Fourth, the business judgment rule requires 
that the director be genuinely motivated by a 
good faith desire to benefit the corporate 
interests. This means that the director is not 
acting out of his own pecuniary interest. A 
director may lose the protection of the business 
judgment rule if the plaintiff can prove that 
the director’s decision was prompted by 
an improper motive. For example, improper 
attempts by directors to preserve themselves in 
office are not good faith decisions (Bennett v. 
Propp, 1962). Also, a lack of independence 
from controlling figures indicates the absence 
of the good faith element (Swenson v. Thibaut, 
1978, p. 297). 

Fifth, the business judgment rule requires 
that the director not abuse discretion. The 
decision must be one that can be sustained on 
some rational basis. This element “presupposes 
discretion, a term which reaffirms the broad 
latitude granted to the directors” (Veasey & 
Seitz, 1985, p. 1487). It stems from the business 
judgment rule’s basic principle: an honest error 
in judgment is allowed, but a judgment outside 
the parameters of rationality will not be 
sheltered. In the final analysis, the business 
judgment rule does not always shield the 
director from liability. Rather, the rule exacts a 
particular level of conduct from directors 
before it can be invoked as a sufficient defense. 

Advocates of the business judgment rule offer 
several justifications of the rule. First, since no 
man is infallible, directors ought not be held 
to a standard demanding perfect business 
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judgment. A director “is not supposed to be 
infallible, and does not stipulate against error” 
(Beach v. Williamson, 1919, p. 620). Also, 
the rule encourages competent individuals to 
assume directorships, because they need not 
fear exposure to undeserved legal liability. The 
court in Hun v. Cary (1880, pp. 70-71) 
asserted that if “such [a high degree of care 
and dilligence] were required, it would be 
difficult to find trustees who would incur the 
responsibility of such trust positions”. The rule 
provides directors with the broad discretion 
necessary in formulating dynamic company 
policy without fear of judicial second-guessing 
informed by the benefit of hindsight (Cramer v. 
General Telephone & Electronics, 1978, p. 274, 
cert. denied, 1979).-When used successfully as 
a defense, the business judgment rule prevents 
courts from engaging in business decision- 
making which they are ill equipped to handle 
(Joy v. North, 1982, p. 885, cert. denied, 1983). 


AUDIT JUDGMENT RULE 


Case law provides no direct evidence of an 
audit judgment rule that is analogous to 
the explicit presumption of corporate officer 
innocence expressed in the business judgment 
rule. However, in case law we can discern a 
standard of care required of “professional” 
persons. Then by inference, we can deduce 
from that standard a collateral burden of proof 
and extrapolate toward an implicit audit judg- 
ment rule. 

In the United States three kinds of legal 
liability exist for accountants. First, accountants 
may be held statutorily liable through the 
Securities and Exchange Acts of 1933 and 1934. 
Second, a plaintiff my file suit against an 
accountant for fraud, for intentionally committing 
a wrong. Finally, common Jaw liability for 
negligence may be found when an auditor 
breaches the legal duty of care through care- 
lessness or unreasonableness in performing 
duties. The most common cause of action 
against the auditor is the third kind, a charge of 
negligence. The charge relates more often to 
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auditing standards than to accounting principles. 
(For an overview of the evolving and problematic 
nature of auditor liability see Johnson & 
Terando, 1990. For a textbook treatment of 
CPA liability see Miller & Brady, 1986.) “To 
whom do auditors owe a special duty of care for 
the negligent breach of which they may be 
sued?” Auditors owe a duty to three categories 
of people: (1) parties in contractual privity with 
the auditor, (2) parties known and intended to 
benefit from the audit information, and (3) any 
party belonging to a reasonably foreseeable 
class of users of the audit information. In 
contrast, corporate directors owe a special duty 
only in contractual privity to the corporation 
and to its shareholders. 

Traditionally, an auditor was liable for 
negligence only to those to whom the auditor 
was bound by contract., The privity requirement 
was articulated in Judge Cardozo’s renowned 
decision in Ultramares v. Touche (1931, 
p. 182). Cardozo reasoned that an accountant’s 
duty was owed only to the client or to a 
party who is the primary beneficiary of the 
accountant’s work. He feared that expanding 
liability to include other third party plaintiffs 
might create an extreme burden by exposing 
accountants to “liability in an indeterminate 
amount for an indeterminate time to an indeter- 
minate class” (1931, p. 179). 

Three decades later, a new standard from tort 
law gradually expanded auditors’ liability beyond 
the confines of the privity doctrine. In Rusch 
Factors, Inc. v. Levin (1968), the court held that 
the auditor could be liable not only to a party in 
privity with the auditor, but to any injured 
persons who were members of a limited group 
of persons whom the auditor knew would 
receive the audit information. This decision 
incorporated section 552 of drafts of the 
Restatement (Second) of Torts (American Law 
Institute, 1977), which limits liability to a 
particular person or limited class of persons 
whose reliance is foreseen. Section 552 provides, 
in pertinent part, that “(1) One who, in the 
course of his ... profession ... supplies false 
information for the guidance of others in their 
business transactions, is subject to liability for 
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pecuniary loss caused to them by their justifiable 
reliance upon the information, if he fails to 
exercise reasonable care of competence in 
obtaining or communicating the information, 
(2) [T]he liability stated in subsection (1) is 
limited to loss suffered (a) by the person or one 
of a limited group of persons for whose benefit 
and guidance he intends to supply the informa- 
tion or knows that the recipient intends to 
supply it...” 

While the Restatement approach recognized 
a duty to any actually foreseen third party, the 
Supreme Court of New Jersey in H. Rosenblum, 
Inc. v. Adler (1983) imposed a duty on 
accountants encompassing all third parties 
whose reliance was merely foreseeable rather 
than actually foreseen. The court cited public 
policy reasons as justification of a duty to all 
third parties who could reasonably be expected 
to receive the audited financial statements from 
the accountant’s client. 

The New York Court of Appeals affirmed 
while expanding the Ultramares doctrine in 
Credit Alliance Corp. v. Arthur Andersen & Co. 
(1985, p. 443). The court indicated that a 
plaintiff with a relationship approaching that of 
privity should be allowed to bring suit. The 
court enunciated a three-part test defining the 
prerequisite “relationship approaching privity”. 
Specifically, to be held liable to a third party: 
(1) the accountant would have to be aware that 
the financial reports were to be used for a 
specific purpose; (2) the client must have 
intended that the third party was to rely on 
the financials for this purpose; and (3) the 
accountant must exhibit some conduct regarding 
the third party indicating the accountant’s 
understanding of the third party’s reliance. 

The AICPA contends that CPAs should be 
held in the same “preferred professional position” 
as other professions concerning the duty of 
care and burden of proof required in lawsuits. 
That is, it would be desirable if compliance 
with the accountants’ professional customs 
(Generally Accepted Accounting Principles and 
Generally Accepted Auditing Standards) were 
conclusive evidence of meeting the duty of care 
(Causey, 1976, p. 13). 
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As suggested earlier, although an audit judg- 
ment rule is not explicitly used by the courts, it 
is possible to infer an audit judgment rule from 
the professional standard of care in two distinct 
lines of precedent. In the evolution of case 
precedent, differences between district court 
jurisdictions are common. Jurisprudential ten- 
sion exists between “business” and “audit 
profession” in part because an empirical distinc- 
tion is not always clear, and in part because 
judges may see things differently. The common 
law tension among state and federal jurisdic- 
tions often will intensify until the “time is ripe” 
for the Supreme Court to resolve a split 
between the circuits. In this tension, one line of 
judicial authority suggests that courts invoke 
a professional judgment rule when auditors 
conduct audits in compliance with generally 
accepted professional standards. The other line 
of judicial authority suggests that GAAP and 
GAAS alone do not create an audit judgment 
rule. 

The first line of precedent suggests that GAAP 
and GAAS may constitute a complete defense 
for auditors. The audit judgment rule may 
effectively immunize an auditor’s judgment 
from court review, provided that the auditor 
conducts the task in good faith in compliance 
with generally accepted professional standards. 
If the law cannot venture to decide technical 
questions of audit practice over which experts 
may reasonably disagree, then courts will defer 
to the professional judgment of accountants. 
For example, in Escott v. BarChris Construction 
Corp. (1968, p. 703), the court said that 
“Accountants should not be held to a standard 
higher than that recognized in the profession”. 

A federal district court, in Godchaux v. 
Conveying Techniques (1988, p. 315), suggested 
that courts are limited, when reviewing an 
accountant’s work, to simply evaluating whether 
the accountant selected procedures from with- 
in the GAAP parameters. In Thor Power Tool, 
Inc. v. C.LR. (1979, p. 522), the Supreme Court 
indicated that courts generally should defer to 
the professional judgment of an accountant, by 
holding that: “Accountants long have recognized 
that ‘generally accepted accounting principles’ 


BUSINESS JUDGMENT v. AUDIT JUDGMENT 


are far from being a canonical set of rules that 
will ensure identical accounting treatment 
of identical transactions. ‘Generally accepted 
accounting principles,’ rather, tolerate a range 
of ‘reasonable’ treatments, leaving the choice 
among alternatives to management” (1979, 
p. 544). 

The rationale for invoking an audit judgment 
rule is that the courts are not qualified to 
second guess the superior knowledge and 
technical expertise of professional judgments. 
The Supreme Court has not, however, articulated 
with great precision the weight to be given to 
GAAP or GAAS in defining the proper scope and 
limits on professional auditor behavior. Lower 
courts haye differed in their willingness to 
effect an audit judgment rule, thereby allowing 
for a range of reasonable alternatives. 

When courts apply an audit judgment rule, 
they are essentially deciding that GAAP and 
GAAS define the standard of care that is 
required of accountants, the minimum behavior 
required to escape liability for negligence. 
Depending upon the type of professional judg- 
ment that is at issue in the case, a court may 
choose whether or not to notice an implicit 
judgment rule. If a lawsuit arises from an 
alleged inaccuracy or irregularity in the financial 
statements, the defendant auditor may tacitly 
invoke the latent audit judgment rule. After all, 
the auditor can argue that an audit performed 
even in full accord with professional standards, 
including the use of statistical sampling and 
information from the client, would not have 
necessarily revealed the error. However, if the 
auditor is charged by a plaintiff questioning the 
auditor’s professional judgment regarding a 
matter of presentation, disclosure, or GAAP, the 
courts may well ignore any latent audit judg- 
ment rule and evaluate the substantive issue 
involved. 

The second line of authority suggests that 
GAAP is not a complete defense for auditors. 
Courts have frequently focused on whether the 
financial disclosure meets the needs of the user 
in evaluating whether the auditor fulfilled the 
duty of care. This trend of courts requiring 
that accountants meet public demands is 
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demonstrated by the federal district court 
ruling in Drake v. Thor Power Tool Company 
(1967, p. 104). The court stated that “the 
purpose of the financial statements is to inform 
the man on the street, and the underlying 
policy of the Securities and Exchange Acts and 
of Rule 10b—5 is to assure that he can have 
truthful information in buying securities, regard- 
less of the intended victim of the fraud. 
Moreover, the defendants have set themselves 
up to be independent certified public auditors. 
As such, they have assumed a peculiar relation- 
ship with the investing public”. 

Even if accountants comply completely with 
GAAP and GAAS, courts will sometimes hold 
accountants to a higher standard of care. In 
United States v. Simon (1969, cert. denied, 
1970), the court affirmed the criminal convic- 
tion of auditors, and explained that expert 
testimony as to compliance with GAAS was not 
necessarily conclusive evidence of the auditor’s 
good faith judgment concerning the fair presen- 
tation of the financial statements. Although ten 
years later, in SEC v. Arthur Young (1979) the 
court held that auditors discharge their profes- 
sional obligations by complying with GAAS in 
good faith, this decision does not seem to 
hold true for certain exercises of professional 
judgment. 

In Hochfelder v. Ernst & Ernst (1974, 
p. 1113), the court warned that they would 
apply a standard higher than those required by 
GAAP or GAAS. The court recited historical tort 
law to support its refusal to accept inadequate 
standards of professional care even if these 
standards were generally accepted. In Rudolph 
v. Arthur Andersen & Co. (1986, cert. denied, 
1987), the court held the defendant auditor 
liable for not disclosing its client’s fraud that 
had occurred after the period of time covered 
by the financial statements but before the 
financial statements were published. 

The Eighth Circuit recently held that an 
accountant advising a client regarding the 
purchase of an appropriate computer system 
must meet a professional standard of care 
(Diversified Graphics, Ltd. v. Groves, 1989). 
The client retained Ernst & Whinney to assist in 
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the purchase of a computer system that would 
meet the client’s needs without requiring 
extensive employee training. The system was 
unsatisfactory, and the client sued on several 
theories including negligence. Even though 
Ernst & Whinney contended that they should 
be held only to an ordinary standard of care, the 
circuit court upheld the trial court’s ruling that 
the accountants were liable for breach of a 
professional standard of care. The court reasoned 
that imposing a professional rather than an 
ordinary standard of care was merited because 
the accountants had been hired and relied upon 
for their superior knowledge and expertise in 
the computer field. The agreement between 
Diversified Graphics and Ernst & Whinney 
implicitly acknowledged both a consultant— 
client relationship and the accountant’s superior 
skill. 

Diversified Graphics relied upon expert 
testimony and AICPA standards to establish the 
existence of the professional standard of care. 
The court agreed with Ernst & Whinney that 
the expert testimony only vaguely articulated a 
professional standard of care, but the court 
found other evidence satisfactorily definitive. 
Ernst & Whinney’s internal guidelines incorp- 
orated the AICPA’s standards. This incorpora- 
tion was judged to be substantial evidence that 
a professional standard of care did exist. 

In LeSueur Creamery, Inc. v. Haskon (1981, 
p. 348), the Eighth Circuit spoke generically: 
“Professional persons and those engaged in any 
work or trade requiring special skill must 
possess a minimum of special knowledge and 
ability as well as exercise reasonable care”. The 
appeals court affirmed the professional standard 
of care articulated by the trial court in its 
instructions to the jury: “One who undertakes 
to render professional or technical services 
is under a skill and diligence of men in 
that profession or technical service ordinarily 
exercised under like circumstances”. 

To summarize thus far: in the legal context 
of different burdens of proof and different 
standards of care (Section 1), a distinction was 
noted between how courts view corporate 
directors (Section 2) and how courts view 
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public auditors (Section 3). This distinction is 
apparent in the explicit use of the business 
judgment rule for corporate directors, but only 
an implicit and problematic use of an audit 
judgment rule for public accountants. The next 
section raises the question of whether differences 
in the unique roles of corporate directors and 
of public auditors can suggest some possible 
justification for the different legal treatments. 


ROLES AND RELATIONS 


Corporate directors and public auditors have 
been treated differently by the legal system in- 
the United States. This section first examines a 
few jury instructions that reflect the different 
judgment rules for business and for professions. 
Then in turn, the role of the corporate director, 
the role of the public auditor, and finally the 
implications of perceived role differences are 
examined. 


Jury instructions and judgment rules 

One way to discover a court’s perspective on 
a law is to examine the instructions given to the 
jury for reaching a verdict. Instructions to a jury 
often demonstrate the court’s interpretation of 
the manner in which the law is to be applied. 
For example, in a Third Circuit case (Johnson 
v. Trueblood, 1980) the federal appellate 
court affirmed the importance of giving the 
business judgment rule its full effect. The court 
emphasized that, in order to overcome the 
business judgment rule, the plaintiff had to 
prove that a director’s primary motive in 
making a decision was tainted by bad faith or by 
an abuse of discretion. Because the jury instruc- 
tions in the trial had allowed the jury to assess 
the ordinary sensibility of the directors’ decision, 
the circuit court vacated the jury’s finding that 
the directors had violated their fiduciary duties. 
The instruction was faulty because it did not 
inform the jury that it must find that the 
predominating motive of the directors’ decision 
had been bad faith. 

In Radol v. Thomas (1985), the Sixth Circuit 
Federal Court of Appeals explicitly rejected a 
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plaintiff’s contention that in a take-over context 
the burden of proof shifts to the directors. The 
plaintiffs argued that the directors must establish 
the fairness of a decision made in a context 
that would effectively result in the directors’ 
retention of control. The instructions in question 
indicated that a fiduciary “must give his un- 
divided loyalty” to the corporation and would 
breach that duty if he intentionally acted contrary 
to the corporation’s best interest. The circuit 
court noted that while the trial court’s instruc- 
tions were not as clear as they could have been, 
the instructions accurately stated the law. 

In Bolton v. Tesoro Petroleum Corp. (1989), 
the plaintiffs claimed that the judge’s instruc- 
tions regarding the business judgment rule 
misled the jury by giving a conclusive instead of 
a rebuttable presumption of validity to the 
directors’ actions in a take-over situation. The 
plaintiffs argued that the trial court should have 
instructed the jury that the business judgment 
rule would operate only upon a prior finding 
that the directors fulfilled their fiduciary duties 
to the corporation. After describing the direc- 
tors’ fiduciary duties, the court highlighted the 
fiduciary duties in a take-over situation. The 
court instructed that the defendant directors 
were allowed the protection of the business 
judgment rule only if they first established 
that they “reasonably perceived a threat to 
the corporate policy and effectiveness of 
the company” from the take-over. The court 
indicated that this requirement would be 
satisfied if the directors acted in good faith 
and after reasonable investigation. The judge 
further accentuated the directors’ responsibilities 
by stating that “(t)here can be no self-dealing, 
nor can the directors in responding to a 
possible takeover act in bad faith, fraudulently, 
or to protect or further the interests of all or 
some of the directors”. The judge did instruct 
the jury that the directors’ decision could 
be found uninformed only if the directors were 
grossly negligent. The circuit court, however, 
found that the above instructions did not create 
a conclusive presumption of the validity of the 
directors’ acts. 

One notable case of jury instructions and a 
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professional judgment rule was decided by the 
Eleventh Circuit (Somer v. Johnson, 1983). The 
plaintiff at the appellate level contended that 
the trial court’s jury instruction was incorrect. 
The trial court instruction had echoed the law 
applicable to physicians: “the accepted standard 
of care for a given health care provider shall be 
that level of care, skill, and treatment which is 
recognized by a reasonably prudent similar 
health care provider as being acceptable under 
similar conditions and circumstances”. Interest- 
ingly, the trial judge added that “physicians are 
not held liable, however, for honest errors of 
judgment. They are allowed a wide range in the 
exercise of their judgment and discretion”. 
Upon reviewing the case, the appellate court 
decided that since the Florida law regarding 
medical malpractice referred specifically to the 
“community standard”, but not to honest errors 
of judgment or to wide discretion, the instruc- 
tion did not properly reflect the law and 
therefore constituted reversible error. The 
court stated that it was contradictory to hold 
the defendant to the community standard and 
yet relieve the defendant for honest errors of 
judgment. 

Colorado Jury Instructions (15:14, 1969) 
state that professionals owe a special duty 
to their clients to perform their services 
with “that degree of knowledge, skill, and 
judgment, ordinarily possessed by members of 
that profession, and to perform faithfully 
and diligently any service undertaken as an 
architect in the manner a reasonably prudent 
architect would under the same or similar 
circumstances”. 


The judgment role of corporate director 
Although some similarities exist between the 
judgment role of a corporate director and the 
judgment role of an auditor, many critical 
attributes of their different occupations are 
different. A former director of the SEC enforce- 
ment division described one of the SEC’s 
problems in dealing with corporate directors 
as the inability to articulate a director’s corp- 
orate responsibilities. (Sporkin, 1983, p. 456). 
While lawyers and accountants have precise 
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responsibilities to fulfill, a corporate director’s 
duties are much more amorphous. This suggests a 
basis for a lower standard for the corporate 
director’s duty of care, with the ensuing higher 
burden of proof for the plaintiff. 

The role of corporate director does not 
require specialized knowledge attained through 
a specific academic training program. The lack 
of formal education requirements for corporate 
directors stems from the function that they 
perform. They are not accountable for a 
superior knowledge in a particular field. Rather, 
they operate as generalist overseers. They have 
the broad responsibility of creating corporate 
policy for management of the organization. 
Their duty is to the corporation and to its 
shareholders, as opposed to a particular client 
or to the public. When directors apply their 
business judgment in decision-making, they 
typically are deciding either corporate policy 
matters or extraordinary transactions. 

Directors do not have an organization that 
produces a systematic body of procedural and 
ethical standards for all directors to follow. 
Since decisions about dividend policy, personnel 
policy, mergers, acquisitions, territories and 
product mix do not lend themselves to objec- 
tive rules, it may be impossible to develop 
standards that are higher in detail. Possibly one 
of the court rationales for the business judg- 
ment rule is that there cannot be an objective 
standard by which to judge directors’ decisions. 

Outside directors are not full-time employees 
of the corporation. Unlike the accountant who 
devotes full-time effort toward his profes- 
sion, the corporate director often has other 
responsibilities that demand attention. It is an 
accepted custom that directors may be business 
persons whose principal activities are else- 
where and whose directorship activities cannot 
be more than customary general supervision 
(Trembert v. Mott, 1935, p. 109). Therefore, a 
majority of states have codified the common- 
law duty of care for a director as the care 
required of an ordinarily prudent person with 
reasonable intelligence and competence. 

Another premise on which the business 
judgment rule may rest involves the recognition 
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that principal shareholders expect their agent 
directors to take calculated risks in order to 
make the corporation profitable. Accordingly, 
the burden of proof required of a plaintiff in a 
suit for negligence against a director must be 
evidence that is clear and convincing with 
regard to the director’s role in business judg- 
ment. This expected role of agent directors is 
different from the expected role of an agent 
auditor. 


The judgment role of public auditor 
Historically, the term “profession” con- 
noted a special status and social prestige. 
“Professionalism at the end of the nineteenth 
century was a composite product of two trends. 
On the one hand, there was a professional 
tradition claiming a right to social position 
[emphasis added] rather than responsibility to 
perform any particular function. This claim was 
supported by a cultured and gentlemanly 
ideology and style of life. On the other hand, 
changes in knowledge, economic and social 
organization created opportunities for occupa- 
tions to meet specialized demands. Such profes- 
sions seem to have been anxious to assert this 
knowledge and competence as support for their 
claim to economic security and professional 
standing” (Elliott, 1972 p. 56). These two 
trends caused tension in the law. As society 
changed, so did the law in passing judgment on 
whether the claims of private interest for 
advantaged position and higher remuneration 
were justified by benefits in the public interest. 
By the twentieth century, attempts to justify 
the special legal status of the professions, as 
distinct from other occupations, emphasized 
claims of competence and altruism. For example, 
medical educator Dr Abraham Flexner (1915) 
articulated six criteria that distinguish profes- 
sions from other occupations. He asserted that a 
profession is intellectual, learned, practical, 
technical, organized, and guided by altruism. 
Although economic and social change created 
the demand for an accounting profession, 
accountants themselves constructed the profes- 
sion. Accountants developed their profession 
by raising their standards of performance, by 
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enriching their own education and training, by 
extending the scope of their services, and by 
assuming weightier responsibilities. 

The Industrial Revolution arrived in England 
during the second half of the eighteenth 
century and brought with it demands for capital 
to finance the growth. Partnerships, joint-stock 
companies and corporations were developed to 
answer these demands. In the mid-nineteenth 
century, English law instituted the independent 
auditor as a protector of the public investments 
in these businesses. When accountants accepted 
this responsibility to the public in addition to 
their duty to an employer, they “assumed the 
mantle of professionalism” (Carey, 1969, p. 5). 

In order to acquire society’s recognition of 
auditing as a profession, auditors formed profes- 
sional associations and cultivated professional 
technical and ethical standards. In Scotland and 
England, accountants created professional and 
chartered institutes to pursue their common 
goals (Carey, 1969, p. 6). Some of these 
chartered accountants came to the United 
States in the late nineteenth century. During 
1887 they assisted in founding the first profes- 
sional accounting society in the United States, 
modeled from those in Great Britain. This 
organization’s purpose existed in attesting to its 
members’ competency and integrity (Edwards 
& Miranti, 1987, pp. 22—32). Since there was no 
statutory requirement of financial statement 
certification at this time, the recognition of the 
accounting profession in the United States 
proceeded at a slower pace than it had in Great 
Britain. However, the profession did make 
progress in the legislative arena. New York was 
the first state, in 1896, to establish the profes- 
sional label of Certified Public Accountant 
(Causey, 1976, p. 13). 

How is “profession” defined today? Blankenship 
(1977, p. 4) discusses both the structural 
characteristics that make professions different 
from other occupations, and also the attitudinal 
qualities of profession members. The structure 
of a profession requires that it be a full-time 
occupation, based on specialized knowledge, 
with training schools controlled by members of 
the profession, and with an association that 
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defines membership and offers a self-regulatory 
mechanism. Other structure features include 
licensing or certification, public recognition, 
and a code of ethics. The attitudinal qualities 
usually include a sense of commitment and 
identification with a professional organization, 
an opposition to outside regulation, a heightened 
sense of rigorous training, and a belief that this 
expertise warrants higher income. 

Membership in the AICPA attests to the 
attainment of specific knowledge and skills. It 
also means that the accountant agrees to follow 
the professional code of ethics. If a member fails 
to fulfill his duties suitably, the AICPA may 
sanction through loss of respect and even 
expulsion. The public considers auditors to be 
professional experts. Society grants to CPAs a 
special status of prestige and influence. In 
return for these benefits, society through its 
legal system holds auditors to a standard of care 
that is higher than for ordinary reasonable 
persons, including corporate directors. To 
maintain public confidence in the professional 
quality of auditors’ work, the AICPA established 
the Public Oversight Board to watch the 
process of peer review and the quality control 
monitoring of audit firms. 

Different courts define “professional” and 
“professional services” in various manners. In 
Marx v. Hartford Accident & Indemnity Co. 
(1968, p. 872), the court stated: “The term 
‘professional’ ... means something more than 
mere proficiency in the performance of a task 
and implies intellectual skill as contrasted with 
that used in an occupation for production or 
sale of commodities. A ‘professional’ act or 
service is one arising out of a vocation, calling, 
occupation, or employment involving specialized 
knowledge, labor, or skill... In determining 
whether a particular act is of a professional 
nature or a ‘professional service’ we must look 
not to the title or character of the party 
performing the act, but to the act itself’. The 
court in Bank of California N.A. v. Opie (1981, 
p. 981) defined “professional services” in 
broader terms than the Marx court: “A profes- 
sional obviously performs many tasks that do 
not constitute professional services... [T]o be 
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considered a professional service, the conduct 
must arise out of the ... performance of his 
specialized vocation or profession”. 

Other courts emphasize the relationship 
between the plaintiff and defendant as deter- 
mining whether “professional” liability exists. 
This often raises the issue of “independence” in 
the attest function. If there were an appropriate 
professional relationship, such as attorney—client, 
physician—patient, insurance agent~—insurance 
buyer, etc., then the court would impose 
liability if the dispute arose from acts pertaining 
to that relationship (General Accident Insurance 
Co. v. Namesnik, 1986, p. 1397). 


Implications for legal significance of 
standards 

What implications do the different role 
conceptions of corporate director and public 
auditor have for determining the legal standards 
appropriate for each? As early as 1954, Talcott 
Parsons (1954, p. 34) observed that “the 
professions occupy a position of importance in 
our society which is ... unique in history” 
(emphasis added). Parsons also asserted that 
business persons and professionals are similarly 
motivated as profit makers. However, because 
of institutional arrangements in the larger social 
structure, professionals, unlike business persons, 
maintain a commitment to serve others as a 
condition of their professional status. Social 
dependence upon the specialized knowledge of 
various professional groups exposes everyone 
to the risk of misplaced confidence. In order to 
compensate for this vulnerability, law has 
traditionally held professionals to a higher 
standard of care than ordinary business persons. 

The general law of negligence is premised on 
the notion that a duty of care is imposed on 
everyone to act as a reasonable person. Since 
reasonable persons will modify their behavior 
according to the circumstances, negligence 
occurs when a person’s conduct falls short of 
the duty of care required under the circum- 
stances. Since the circumstances vary, many 
factors affect the duty of care. These circum- 
stances include the relationship between the 
parties, the nature of the undertaking, the 
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degree of skill required for the undertaking, 
and the industry or professional custom in 
performing the task. 

The legal standard of care required of 
persons who render professional services has 
been stated in the Restatement (Second) of 
Tort 299A (American Law Institute, 1977) as 
follows: “Unless he represents that he has 
greater or less skill or knowledge, one who 
undertakes to render services in the practice of 
a profession or trade is required to exercise the 
skill and knowledge normally possessed by 
members of that profession or trade in good 
standing in similar communities”. For occupa- 
tions outside the professions, the courts require 
that businesses and industries exercise reason- 
able prudence in order to meet the standard of 
care necessary to avoid being negligent. In 
these cases customs of an industry are merely 
evidence of the common practices of that 
industry, and may or may not constitute due 
care. Similarly, common practices of profes- 
sional auditing may or may not constitute due 
care — depending on details of the case. 

One example of how the corporate director’s 
role affects the allocation of legal responsibility 
is one court’s statement (Joy v. North, 1982, 


p. 886) that since business entails risk-taking, it 


is thus in the shareholders’ interest “that the 
law not create incentives for overly cautious 
corporate decisions”. This court also braced the 
business judgment rule by emphasizing the 
entrepreneurial aspects of a director’s role in 
taking risks and confronting uncertainty. The 
court recognized that when these types of 
decisions are viewed in hindsight, with perfect 
knowledge, a director’s decision might easily 
appear to have been a wild hunch. 

In Auerbach v. Bennett (1979, p. 1000), the 
New York Court of Appeals made the connec- 
tion between the corporate director’s role and 
the corresponding legal liability. “The authority 
and responsibilities vested in corporate directors 
both by statute and decisional law proceed on 
the assumption that inescapably there can be 
no available objective standard by which the 
correctness of every corporate decision may be 
measured, by the courts or otherwise. Even if 


BUSINESS JUDGMENT v. AUDIT JUDGMENT 


that were not the case, by definition the 
responsibility for business judgments must rest 
with the corporate directors; their individual 
capabilities and experience peculiarly qualify 
them for the discharge of that responsibility. 
Thus absent evidence of bad faith or fraud ... 
the courts must and properly should respect 
their determinations”. 

Neither statute nor common law precedent 
accord a comparable respect to determinations 
of public auditors. The agent auditor is not 
expected by the client principal to maximize 
his own CPA profits (that is, beyond the 
provisions of the client’s contract) through 
taking calculated risk with certified opinions 
about the client’s information. This higher 
professional standard of care is coupled in a 
negligence suit against an auditor with the 
lower burden of proof, a preponderance of 
evidence. 


CONCLUSION 


Strictly analysed, the presumption of inno- 
cence under the business judgment rule applies 
to corporate directors but does not apply 
to public auditors. The two different agents 
operate in unique contexts. There are definitional 
distinctions in the respective roles of corporate 
directors and of professional auditors. There are 
no professional standards that dictate the legal 
duty of care for corporate directors. Courts will 
not second guess business judgments. Courts 
generally will not second guess audit judg- 
ments, but they will not necessarily allow the 
professional auditing standards to dictate the 
legal duty of care. 

Under law, a bad business judgment is made 
whenever the duties implied by the business 
judgment rule are violated by corporate direc- 
tors. Disloyalty, bad faith, lack of due care, 
abuse of discretion, and failure to decide 
will take away the director’s presumption of 
innocence. Likewise, under law a bad audit 
judgment is made when any one of these duties 
is violated. But further, a bad audit judgment is 
made whenever any of the specific requirements 
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of professional audit practice are violated. (For 
a discussion of special liability problems for 
auditors see Miller & Brady, 1986, pp. 169-225.) 

When injured parties have relied on false or 
misleading financial statements, they typically 
can assert charges of fraud or negligent mis- 
representations against the auditor’s client. The 
client’s probable insolvency, however, often 
confers an element of doubt on the possibility 
of redress. As a frequent result, the plaintiffs 
focus shifts to the auditor, whose unqualified 
opinion may have been relied upon by the 
plaintiff, and who normally remains solvent. As 
Bialkin & Cooper (1986, p. 12) explained: “In 
our consumer oriented post-industrial society, 
our courts seem to accept the concept that 
every injury or harm must be redressed or 
compensated, and the sources of redress are the 
participants in the transactions or events that 
produced the loss. This involves a search for the 
‘deep pocket’, and too often the accountant is 
the only remaining solvent party”. 

In their campaign for tort reform, accountants 
have been remarkably unsuccessful in their 
efforts to curb exposure to third party suits. One 
significant exception to this defect was the adop- 
tion by the State of Illinois of a privity statute 
(illinois Rev. Stat., Ch. 111, p. 5535.1, 1986). This 
Statute provides that accountants will be liable 
only to those parties possessing a relationship 
approaching privity of contract with the account- 
ant. However, this statute requires that the 
accountant identify the parties who are intended 
to be able to rely on the accountant’s work. 

In a separate jurisprudential development, 
there seems to be evolving in the United States 
a special form of the business judgment rule 
(Vartanian, 1990). The presumption of inno- 
cence and the protection of directors’ discretion 
may be pre-empted by a “regulatory business 
judgment rule”, where the regulatory agency 
has promulgated standards of due care in 
guidelines for corporate directors. The regula- 
tory business judgment rule, like the nascent 
audit judgment rule, couples higher standards 
of care for the defendant with lower burdens of 
proof for the plaintiff. (See Federal Savings and 
Loan Insurance Corp. v. Bass, 1983.) 
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In partial response to increased litigaation 
and evidence of social beliefs that some 
auditing is deficient — particularly where large 
accounting firms audit large public corpora- 
tions and both end up in court or settle out of 
court before trial — five accounting associa- 
tions created the National Commission on 
Fraudulent Reporting. One of its recommenda- 
tions in 1987 was that every board of directors 
should establish a special audit committee to 
oversee the corporation's financial reporting 
process and internal controls (see Bull, 1991). 
The duties of an audit committee would 
include, in addition to the same general respon- 
sibilities of other board members, the special 
duties of (1) reviewing the process of monitoring 
compliance with the corporate code of con- 
duct, and (2) helping to maintain the indepen- 
dence of public accountants. To achieve more 
effective oversight by the audit committee, its 
members should be independent of corporate 
management and should maintain a continuing 
relationship with both internal auditors and 
outside public auditors. (For a survey of 
reactions by boards of directors on the 
Treadway Commission recommendations see 
Bull, 1991.) 

It is somewhat ironic that just when auditing 
is becoming more explicit about its business 
context and credentials, there is an effort 
to professionalize business through increased 
formal education with an intensified know- 
ledge base. The irony of business becoming 
more professional and auditing becoming more 
business-like may have legal consequences far 
beyond any blurring of the distinction between 
the business judgment rule and the audit 
judgment rule. The problematic nature of 
auditor liability will continue to perplex juries 
and judges. Neither academic faculty, public 
auditors, nor industrial accountants should 
assume that their techniques of teaching, 
research, calculation, and attestation can be 
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studied or conducted beneficially in a social 
vacuum. 

If we are to attain a just resolution about 
judgment of different kinds by different parties 
with different expectations under different 
circumstances, then accountants also must 
see the full range of multi-disciplinary issues, 
accounting in relation to anything else and 
everything else in the universe. Accounting and 
the auditor’s duty of care should not be isolated 
in abstraction from the background context, 
nor should the background be conceived as 
equivalent concurrent foreground figures. For 
all the contributions to our understanding that 
may be made by disciplines such as artificial 
intelligence, brain anatomy, business administra- 
tion, cognitive psychology, decision theory, 
economics, ethics, finance, game theory, organ- 
ization theory, political science, philosophy, 
rhetoric and statistics — like it or not, law in 
society will have the final word about the 
justice of GAAP and GAAS, and about auditor 
liability. The irony of reciprocal trends in 
Þþusiness and auditing makes more problematic 
the legal distinction between the explicit 
business judgment rule and the implicit audit 
judgment rule. The irony enforces a conclusion 
about the common body of knowledge for CPAs 
that was emphasized 24 years ago in a study 
sponsored by the Carnegie Foundation and the 
AICPA. “Since CPAs, because they are profes- 
sionals, are responsible for their professional 
acts, it is our urgent recommendation that the 
beginning CPA have extensive knowledge of 
the law pertaining to his rights and duties” (Roy 
& MacNeill, 1967, p. 243, emphases added). 
The irony also highlights this concluding 
question: 

“When, if ever, will the higher duty of care 
and the lower burden of proof required under 
the audit judgment rule be applied to corporate 
directors who are members of the firm’s audit 
committee?” 
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Abstract 


Positive studies of a manager’s selection of accounting practices have focused on a small number of 
compensation, contracting and political variables to explain behaviour. These studies, by ignoring the 
embeddedness of managers in social relations, have unnecessarily assumed away many of the social factors 
that influence and constrain one’s choices. This study considers the social construction of a manager’s 
choices; in particular, the individual, institutional and societal influences on behaviour. The analysis and 
empirical illustration suggest that such a perspective provides a richer, more inclusive explanation of 


behaviour than is provided by positive approaches. 


Many accounting teachers would be uncomfortable 
with the explanation that managers choose their 
accounting procedures based on what other firms are 
doing (Watts & Zimmerman, 1990, p. 140). 


The choice of accounting practices by managers 
has been subjected to a great deal of scrutiny 
over the last two decades. Starting from a posi- 
tive theory perspective (Watts & Zimmerman, 
1978; Jensen, 1983; Watts & Zimmerman, 
1990), researchers have attempted to predict 
management’s behaviour using a small number 
of compensation, debt and political variables. 
Implicit within positive studies of choice are 
assumptions regarding the manner in which 
management selects accounting procedures. In 
particular, assumptions about utility, rationality 
and the role of the environment have resulted 
in a limited conception of behaviour (Baron, 
1988). This conception has emphasized econo- 
mic factors over social factors, failing 
to acknowledge that economic factors are 
embedded in social relationships (Granovetter, 
1985), and that these relationships influence, 
constrain and define appropriate behaviour. 
The current study proposes an alternative to 


positive explanations of behaviour by consider- 
ing the ways in which social relationships 
influence a manager’s choices. It is suggested 
that choices are socially constructed by these 
relationships both at a point in time and over 
time. As a result, positive conceptions of 
behaviour assume away or accept as given some 
of the salient factors in these types of decisions. 

The analysis and example provided in this 
paper contribute to our understanding of the 
selection of accounting practices in three ways. 
Firstly, the analysis considers the influence of 
social relationships on a manager’s choices, 
something that is not explicitly considered in 
positive studies of choice. This analysis pro- 
vides a more inclusive interpretation than is 
provided by positive explanations of account- 
ing choices. In addition, the study continues the 
project of exploring the historical and social 
context of accounting and accounting practices 
(e.g. Burchell et al, 1980; Tinker, 1980, 
Hopwood, 1987; Miller & O’Leary, 1987). And 
finally, the example provided illustrates the 
applicability of a social construction perspec- 
tive for understanding a manager’s decision to 
adopt an accounting practice. 


* The written comments of colleagues at the University of Calgary, Queen’s University and the University of Toronto are 
gratefully acknowledged. I also wish to acknowledge the research funding provided by Queen’s University. Finally, the 
suggestions of Anthony Hopwood and two anonymous reviewers improved the manuscript considerably. 
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Following this introduction, positive explana- 
tions of a manager’s choices are presented and 
discussed. The socially contingent nature of such 
choices is then considered, followed by a com- 
parison of positive and social construction per- 
spectives. Next, an example of a social construction 
perspective in practice is provided. The deci- 
sion of senior managers whether or not to 
include an earnings forecast in a prospectus 
offering provides the context for considering 
the applicability of a social construction 
perspective. Finally, implications arising from 
the analysis and illustration are discussed. 


POSITIVE INTERPRETATIONS OF A 
MANAGER’S CHOICES 


In their review of positive studies of man- 
agerial choice, Watts & Zimmerman (1990) 
State: 


Positive accounting research (has) guided the search for 
empirical regularities and provided explanations for 
them. To date, there are no systematic alternative sets of 
explanations for those regularities articulated and 
tested in the literature (p. 132, emphasis in original). 


As they go on to suggest, the value of this per- 
spective has been demonstrated by the market’s 
acceptance of positive studies and by the market's 
rejection of alternative approaches (p. 149). 
Positive studies of managerial choice rely on a 
common core of interrelated assumptions.’ Re- 
searchers examining managers’ choices of general 
price-level adjustments (Watts & Zimmerman, 
1978), depreciation policies (Hagerman & 
Zmijewski, 1979), net accruals (Healy, 1985), 
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early versus late adoption of accounting stan- 
dards (Thornton, 1985; Scott, 1988), and 
portfolios of accounting procedures (Zmijewski 
& Hagerman, 1981) have explicitly or implicitly 
invoked these assumptions to define their 
variables of interest and to interpret their 
results.” 

Firstly, managers are assumed to be rational 
expected utility maximizers who pursue self- 
interest with guile (Thornton, 1984). Other 
parties recognize these tendencies and attempt 
to protect themselves against such behaviour. 
As Watts & Zimmerman (1990, p. 136) suggest, 
one method is for other parties to partially 
price protect themselves by assuming an aver- 
age amount of opportunism on the part of 
management. In these situations, it is often ex 
ante efficient to allow managers discretion in 
choosing accounting policies even though ex 
post opportunism may result. 

In addition, managers are assumed to operate 
in quasi-perfect markets where social relation- 
ships are unimportant (Granovetter, 1985). As 
Hirschman notes: 


Such markets function without any prolonged human or 
social contact among or between parties ... There is no 
room for bargaining, negotiation, remonstration or 
mutual adjustment and the various operators that 
contract together need not enter into recurrent or 
continuing relationships (1982, p. 1473). 


In other words, economic not social factors are 
the primary influences on behaviour. As a result 
of this assumption, positive researchers have 
treated firms as a “nexus of contracts” and thus 
have ignored the impact of non-contractual 
relationships on behaviour.? 


| The assumptions highlighted below are not intended to summarize the philosophical and political assumptions 
underlying positive theories (cf. Tinker et al., 1982; Lowe et al., 1982; Hopper & Powell, 1985; Chua, 1986). Instead, these 
assumptions are salient given the following tale regarding the social construction of a manager’s choices, 


? The phrase positive studies of managerial choice is used to denote empirical studies of the choice of accounting practices. 
Although analytical studies in both accounting and economics consider similar phenomena, no attempt is made to 


generalize the following observations to these areas. 


3 Alchian & Demsetz (1972) take this assumption to its logical conclusion and suggest that the relationship between 
employee and employer is similar to the relationship between a grocer selling a loaf of bread and a customer buying a loaf 
of bread (p. 777): in both cases, the parties are free to terminate their exchange relationship and enter into a different one. 
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Positive studies have translated these two 
assumptions into an emphasis on a subset of 
economic variables. In particular, researchers 
have concentrated on compensation variables, 
debt variables and political variables to explain 
behaviour (Watts & Zimmerman, 1990). 

Compensation variables denote pecuniary 
income. For example, management’s compen- 
sation is often assumed to consist of wages, 
stock compensation and bonus compensation 
(Watts & Zimmerman, 1978, p. 114).4 In 
general, managers will select accounting prac- 
tices that maximize the total expected value of 
these compensation components. 

Debt variables are assumed to proxy for 
contracting costs that result from external 
financing arrangements (Watts & Zimmerman, 
1990). External debtholders use debt cove- 
nants as a method of reducing the agency costs 
associated with debt (Jensen & Meckling, 
1976). Since these debt covenants are often 
based on accounting numbers (e.g. Smith & 
Warner, 1979; Leftwich, 1983), managers have 
incentives to choose accounting practices that 
minimize the probability of the constraints 
becoming binding, all else being equal. Mini- 
mizing this probability benefits managers by 
increasing their operating flexibility (Thornton, 
1985) and by reducing renegotiation costs that 
adversely affect the value of management's 
shareholdings (Watts & Zimmerman, 1990). 

Finally, political variables proxy for the 
possibility of government intervention (Watts 
& Zimmerman, 1986, p. 223). Large firms are 
assumed to be more visible and thus are more 
likely to be the target of wealth transfers 
resulting from the political process. Again, for 
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reasons of maintaining operating flexibility and 
the value of personal shareholdings, managers 
will choose accounting practices that minimize 
the possibility of such interventions, all else 
being equal. 

In sum, managers are assumed to trade-off the 
expected impact of compensation, debt and 
political influences when selecting an account- 
ing method. Since the selection of a particular 
accounting method often has opposing effects 
on compensation variables versus debt/political 
variables (e.g. the selection of a particular 
method may increase compensation but also 
increase the probability of constraint viola- 
tion and political intervention), managers are 
assumed to choose the accounting practice that 
best balances these conflicting influences. 


THE SOCIAL CONSTRUCTION OF A 
MANAGER’S CHOICES 


Positive studies have tended to view managers 
as rational, atomistic individuals. This view has 
stressed rational action — in particular, the 
ways in which managers can increase their 
economic utility by choosing certain account- 
ing procedures. However, not considered 
are the ways in which social relationships 
influence choices. The following sections 
illustrate the embeddedness of managers in 
individual, institutional and societal webs of 
relations. In addition, I argue that these rela- 
tions influence, constrain and even define a 
manager’s choices and thus should be con- 
sidered when attempting to explain or under- 
stand behaviour.’ 


* Watts & Zimmerman (1978) also include non-pecuniary income in their theoretical utility function, but this component 


is not used in the empirical portion of the paper. 


> Note that under the assumption of perfect markets, managers ultimately bear these bonding and monitoring costs (Jensen 


& Meckling, 1976). 


$1 am grateful to an anonymous reviewer for noting that some economic models attempt to incorporate social influences 
although positive studies to date have not considered these influences. 


7 A later section explicitly considers the relationship between positive and social construction perspectives. 
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Individual relations 

At the individual level, (1) personal relation- 
ships, (2) normative influences, and (3) power- 
ful others, influence a manager’s choices. 

Personal relations result in situation-specific 
norms and expectations (Zucker, 1986; Neu, 
1991b). In these situations, norms of reciprocity 
and common expectations regarding accept- 
able behaviour develop over time (Powell, 
1988; Tolbert, 1988). As Macauley (1963) and 
Wilson (1979) suggest, these expectations 
often override what would appear to be the 
economically correct decision in the absence of 
such relations. Or as Granovetter (1985) and 
Macneil (1978) note, continuing economic 
relations become overlaid with social content 
that encourages the weighing of both social and 
economic factors in the decision-making process. 

While personal relations expand the factors 
considered by managers when making deci- 
sions, normative influences frame one’s choice 
set (DiMaggio & Powell, 1983). Professionals 
such as accountants, lawyers and underwriters 
provide managers with specialized expertise 
(Larson, 1977; Richardson, 1987b) that helps to 
reduce uncertainty regarding the relationship 
between procedures and expected outcomes 
(DiMaggio & Powell, 1983). However, this 
expertise also influences both the problems 
identified and the solutions available to solve 
these problems. 

In order to provide specialized expertise, 
professions must “produce the producer” 
(Larson, 1977, p. 14). Through training and 
socialization, professions standardize the exper- 
tise that is provided to managers. As a result of 
this common training and socialization, profes- 
sionals tend to “see the same policies, procedures 
and structures as normatively sanctioned and 
legitimated” (DiMaggio & Powell, 1983, p. 
153). Thus “acceptable” solutions to a given 
managerial problem are framed by the training 
and socialization practices of the profession in 
question. 

In addition, professionals help managers to 
identify potential issues and problems (Gibbins 
et al., 1990). In turn, the problems identified 
ultimately determine the range of possible 
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solutions (Nutt, 1984). Therefore, the norma- 
tive expertise of professionals influences both 
the problems that managers perceive and the 
range of acceptable solutions to these problems. 

Finally, the relative power of other indivi- 
duals or groups influences a manager’s choices. 
These significant others often have the material 
resources to reward certain behaviours and to 
sanction others (Ranson et al., 1980; Macintosh 
& Scapens, 1990). In addition, control of 
resources influences what comes to be taken as 
the socially correct interpretation of certain 
behaviours (Smircich & Morgan, 1982; Giddens, 
1984), thereby framing the choice set available to 
managers. Thus, the desirability of certain 
alternatives is influenced by the power relation- 
ships that exist between individuals. 


Institutional relations 

On the institutional level, (1) resource 
dependency issues, (2) authority relationships, 
and (3) uncertainty, influence one’s choices. 

Resource dependency refers to the ability of 
external institutional actors to influence man- 
agerial actions through the control of resources 
(Pfeffer & Salancik, 1978). As Scott (1987) 
suggests, power or inducement relationships 
allow external parties to influence managerial 
practices. For example, General Motors may 
encourage parts suppliers to adopt just-in-time 
inventory systems, banks may require audited 
financial statements and parent companies may 
specify the accounting practices of its subsidiaries 
(Coser et al., 1982). 

In contrast to resource dependency relations, 
authority relations are less direct. Institu- 
tional regulations constrain and influence the 
behaviours of an entire institutional field 
(DiMaggio & Powell, 1983). For example, pro- 
fessional accounting standards specify generally 
accepted accounting principles which in turn 
are required by security regulations and stock 
exchanges (Neu, 19912). Similarly, tax regula- 
tions specify acceptable accounting practices 
for inventory. In these ways, institutional regu- 
lations define a set of constraints within which 
choices are made (DiMaggio, 1988). 
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Finally, uncertainty regarding the relation- 
ship between practices and outcomes influences 
a manager’s choice of practices. In these 
situations, managers mimic other apparently 
successful organizations for both technical 
(efficiency) and symbolic (legitimacy) reasons: 


The advantages of mimetic behaviour in the economy of 
human action are considerable: when an organization 
faces a problem with ambiguous causes or unclear 
solutions, problemistic search may yield a viable 
solution with little expense (DiMaggio & Powell, 1983, 
p. 151). 


In addition, adoption of these practices signals 
to external audiences a congruency of values 
(Dowling & Pfeffer, 1975; Richardson, 19872) and 
“proper” management (Hinings & Greenwood, 
1988), thus increasing the organization’s life- 
chances (Meyer & Rowan, 1977; Singh et al., 
1986). 

Within accounting, Gibbins et al (1990) 
nicely capture the intertwined nature of techni- 
cal and symbolic reasons for modelling when 
they state: 


Incidents were described in which the disclosures of a 
firm were affected by the norms established by the 
financial press (e.g. through awards for annual reports) 
or through an underwriting firm’s use of the prospectus 
of a similar company as a model for writing other firms 
prospectuses (p. 131, emphasis added). 


As the quote suggests, uncertainty regarding 
what constitutes an effective prospectus en- 
courages modelling; in addition, institutional 
norms encourage conformity in disclosures for 
legitimacy reasons. 

Technical and symbolic reasons for model- 
ling appear self-reinforcing. In the presence of 
uncertainty, firms model themselves after other 
apparently successful (and usually large) firms. 
Alternatively, consensus among key firms re- 
garding appropriate practices may result from 
participation in industry associations (DiMaggio 
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& Powell, 1983, p. 151). In turn, adoption by 
other firms of these practices institutionalizes 
the practice within the industry (Tolbert & 
Zucker, 1983). And finally, these industry norms 
come to define what is to be taken as proper 
management within that industry (Hinings & 
Greenwood, 1988). 


Societal relations 

At the societal level, social expectations such 
as norms of fairness are also influential. As 
Granovetter (1985) observes, individuals tend 
to pursue economic gain through comparatively 
gentle means. Similarly, Kahnemann et al. 
(1986) find that the notion of fairness con- 
strains what would be rational economic be- 
haviour in the absence of reputation effects and 
sanctions. In both these cases, social and 
community norms appear to influence and 
constrain behaviour by excluding alternatives 
which, from both the community’s and a 
manager’s perspective, appear to be “unfair”.® 

The preceding discussion has suggested that 
personal, institutional and societal relations 
influence and constrain choice behaviour at a 
point in time. However, these influences and 
constraints are also time dependent. For example, 
individual norms of reciprocity and expecta- 
tions tend to be dynamic. In some cases, these 
norms become stronger as commitment in- 
creases over time (Macauley, 1963). However, 
in other cases social relations disintegrate 
either voluntarily or involuntarily (Palmer, 
1983). Similarly, societal expectations change 
as a result of the continuous interplay of 
competing discourses within society (Weedon, 
1987). 

Institutional influences are also dynamic; 
however, the directional influence of these 
factors is somewhat more predictable. For 
example, the legitimacy aspect of institutional 
modelling tends to increase over time (Tolbert 
& Zucker, 1983). This temporal dimension has 


81 am grateful to an anonymous reviewer for noting that, “multiperiod economic models with incomplete contracting do 
produce behaviour which appears to be consistent with norms of fairness, even though the individuals within the model 
care only about economic returns” (emphasis in original). I would agree but emphasize that in situations where economic 
and social influences are contradictory, the resulting behaviour will not always be that dictated by economic influences. 


228 


D. NEU 


TABLE 1, Social influences on a manager’s choices 





Type of influence 


Individual relations 
a. Personal 


social factors 
b. Normative 
-potential solutions 
c. Powerful others 


Institutional relations 

a. Resource dependencies 
practices 

b. Regulatioris 


c. Uncertainty 
legitimacy reasons 


Societal relations 
a. Societal norms 


Common expectations and norms of 
reciprocity lead to consideration of 


Influence problems perceived and 


Influence desirability of practices 


Influence or mandate adoption of 
Constrain acceptable practices 


Encourage modelling for efficiency and 


Examplars 


Other individuals affected by a 
` manager’s actions 


Professionals such as accountants, 
lawyers and underwriters 

Primary shareholder and Board of 
Directors 


Parent company, important customers 
and important suppliers 

Security regulations and accounting 
standards ; 

Industry norms and other firms 


Norms of acceptable behaviour and 


fairness infiuence behaviours 


been referred to as diffusion (Scott, 1987). As 
noted previously, potential practices are origin- 
ally adopted for efficiency reasons. However, 
over time these practices come to define good 
management and thus are consciously or un- 
consciously adopted for legitimacy reasons. 
Examples of the diffusion of practices over time 
might include the spread of (1) civil service 
reforms across municipalities (Tolbert & Zucker, 
1983), (2) educational support services such as 
health services across school boards (Rowan, 
1982), and (3) management accounting tech- 
niques across firms (Johnson & Kaplan, 1987). 
Table 1 summarizes these individual, institu- 
tional and societal influences on bebaviour. 


SOCIAL CONSTRUCTION VERSUS POSITIVE 
CHOICES 


Positive studies have concentrated on econ- 
omic variables intended to proxy for compen- 
sation incentives, the impact of external 
contracts and the threat of government regula- 


tion. But from a social construction perspective, 
positive studies have not explicitly considered 
the embeddedness of managers in social rela- 
tions and therefore have unnecessarily assumed 
away many of the factors that influence and 
constrain one’s choices. Thus, by modifying 
what is taken to be utility and rationality, it is 
posited that a social construction approach 
provides us with a richer understanding of 
these choices.? 

. The preceding section suggested that indivi- 
dual, institutional and societal relations influence 
what is taken to be utility. For example, norms 
of reciprocity and personal relations create a 
regard for the other parties that may be affected 
by the accounting practices chosen. As a result 
of these relations, both social and economic 
factors become important considerations in the 
selection of accounting practices. Similarly, 
power relations and resource dependency 
relations influence the available choices by 
explicitly introducing the wishes of third 
parties. And finally, symbolic considerations 
such as the desire to maintain legitimacy and to 


? For the purpose of exposition, utility and rationality are treated as analytically distinct. In addition, questions regarding 


the tautological nature of utility are bracketed. 
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adhere to societal norms of fairness become 
considerations in one’s choice of accounting 
practices. 

The above conception of utility is broader 
than that used in positive studies. In particular, 
a social construction perspective recognizes 
that agents and institutions other than the state 
or those with formal contracts with the firm 
influence a manager's goals. Further, this per- 
spective, while recognizing that power, authority 
and resource dependency relations are often 
based on economic factors, also recognizes the 
influence of non-economic factors such as 
personal relations on a manager's choices. Thus, 
by expanding the potential influences on a 
manager’s behaviour to include both economic 
and social factors along with both formal and 
informal relations, a social construction per- 
spective provides us with more inclusive view 
of utility. 

In addition to expanding the notion of utility, 
a social construction approach also reconsiders 
what is taken to be rational action. For example, 
the normative influence of professionals changes 
both the problems perceived and the potential 
accounting solutions to these problems. Simi- 
larly, institutional factors such as industry 
norms and government regulations constrain 
the potential practices from which managers 
choose and also suggest that certain practices 
may be more desirable than others.'° And 
finally, societal and cultural norms regarding 
acceptable business practices limit the range of 
potential accounting solutions. 

A social construction perspective suggests 
that rational action occurs within a web of 
social relations. However, it also argues that 
certain practices may become “institutional- 
ized” or taken-for-granted to such a degree 
that “actors (are) unlikely to recognize or 
act on their interests’ (DiMaggio, 1988, 
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pp. 104-105). As DiMaggio goes on to state, 
such a perspective: 


(R)ecognizes that the taken-for-granted nature of much 
of organizational life and the intractability and opacity of 
organizational systems have been underestimated by 
utilitarian theorists, who have assumed that organiza- 
tions and the people in them are more plastic, 
calculating and manipulable than they usually are. By 
emphasizing norms, expectations and limits to ration- 
ality ... (such a perspective) provide(s) an important 
corrective to the prevailing domain assumptions (1988, 
p. 5). 


Note that a social construction perspective is 
not suggesting that managers ignore economic 
factors such as compensation when choosing 
accounting practices. Instead, it posits that an 
adequate explanation of a manager’s choices 
must also consider the social context of these 
choices; in particular the ways in which utility 
and rationality are influenced, constrained and 
even defined by social relations. Furthermore, 
this social construction perspective reminds us 
that sometimes practices are so highly institu- 
tionalized and taken-for-granted that managers do 
not consciously choose these practices. 

In sum, a social construction perspective, by 
recognizing the embeddedness of managers in 
social relations, provides us with a fuller 
understanding of the factors that influence 
behaviour than do positive studies. Recognition 
of the influencing, constraining and defining 
nature of social relations orients us to the 
importance of individual, institutional and 
societal norms in mediating behaviour. It also 
highlights the inadequacy of explanations of 
behaviour that rely solely upon efficiency or 
economic utility arguments. The next section 
considers how a social construction perspec- 
tive helps us to understand a senior manager’s 
decision to include an earnings forecast in a 
prospectus offering. 


10 While positive studies do consider the threat of future government regulation (in the form of firm size interpreted as 
political cost), less attention is given to the role that existing regulation plays in influencing one’s choices (Ball & Foster, 
1982). Thus, a social construction perspective expands on positive studies by considering both the existing and future 


roles that regulations may play in influencing choice. 
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In Canada, disclosure of earnings forecasts is 
a recent phenomenon. Prior to November 
1982, Ontario Securities Commission (OSC) 
regulations prohibited the disclosure of earn- 
ings forecasts. In November 1982, the OSC 
changed its regulations to allow the inclusion of 
earnings forecasts in prospectuses (Ontario 
Securities Commission, 1982). Between 1983 
and 1987, 261 firms (excluding investment 
funds) applied for a new Toronto Stock Exchange 
listing and issued non-preferred equity shares 
via a prospectus.'! Of this group, 112 firms 
included an earnings forecast in the prospectus 
whereas the remaining 149 firms did not.!” 

The social construction explanation of a 
senior manager’s decision to forecast earnings 
provided here incorporates measures of both 
economic and social influences. The economic 
variables are intended to measure the influence 
of compensation, contracting and political 
factors; in other words, the influences that 
positive studies view as being important. The 
social variables are intended to measure the 
influence of social relations; that is, the in- 
fluences that positive studies exclude from the 
analysis. As noted previously, a social construc- 
tion perspective posits that adequate explana- 
tions must consider both sets of influences. 


Economic variables 

Four variables are used to measure compen- 
sation, contracting and political influences on 
the decision to forecast earnings. 
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MOWNS and OPTIONS are used to measure 
the senior manager’s compensation influences.'> 
MOWNS measures the percentage of equity 
shares held by the senior manager subsequent 
to the prospectus offering, whereas OPTIONS 
measures the presence or absence of senior 
manager stock options.'* As noted by one of 
the reviewers, the objective here is to measure 
the percentage of the manager’s wealth tied up 
in stock and stock options. Of course, the 
determinants of behaviour suggested by analy- 
tical studies such as the structure and amount 
of wealth, compensation mix and risk aversion 
(Lambert et al., 1991) tend not to be observ- 
able. As a consequence, empirical research (cf. 
Lambert & Larcker, 1987, p. 106) has relied on 
measures such as the percentage of shares held 
and the market value of shares held along with 
the presence and value of stock options to 
proxy for these determinants.'* 

Previous forecasting studies have found that 
management earnings forecasts generally pro- 
vide “good news” relative to investor expecta- 
tions, thus resulting in positive increases in 
share value (Waymire, 1984; Clarkson et al, 
1992). Therefore, the positive effects of fore- 
casting on stock and option values suggest that 
managers are more likely to forecast when they 
receive share compensation, all else being 
equal (Gaber, 1985). 

NEWSHARES is used to measure the influence 
of contractual relations on a senior manager's 
decision to forecast earnings. NEWSHARES is 
defined as the number of equity shares being 
sold through the prospectus. This measure is 


11 The majority of the firms applying for a new TSE listing were initial public offerings. 


12 The Toronto Stock Exchange Review was used to identify potential firms that applied for a new TSE listing (644 firms 
over the 1983-1987 period). Individual prospectuses were then reviewed to arrive at the final sample of 261 firms. 
Additional information on selection of the sample is contained in Neu (1989). 


13 Gibbins et al. (1990) note that a firm’s senior manager is usually responsible for the decision to publicly disclose a 


forecast of earnings. 


14 All information is taken from the prospectus unless otherwise noted. 


15 Later regressions were also run using the market value of equity shares held by the senior manager as an alternative to 
the MOWNS variable. The explanatory power for this alternative measure was less than that of MOWNS. 


POSITIVE CHOICES 


used as a surrogate both for the marginal 
increase in external contractual relations result- 
ing from the prospectus offering and also 
for the total number of external contractual 
relations. 

Previous research posits that earnings fore- 
casts signal management’s ability to recognize 
economic changes as they arise (Trueman, 
1986) and that forecasts help external stake- 
holders to monitor management’s activities 
(Hughes, 1986).!° Since external shareholders 
often make up the bulk of external contractual 
relations, it has been suggested that the demand 
for such monitoring devices will be correlated 
with the marginal change in the number of 
external shareholders (Jensen & Meckling, 
1976) and also with the total number of 
external shareholders (Gaber, 1985). In this 
case, NEWSHARES provides us with a measure 
of the marginal increase in the number of 
external contractual relations at the date of the 
prospectus offering.” However, since the 
majority of the firms in the sample are private 
companies prior to the prospectus offering, 
NEWSHARES can also be interpreted as a 
surrogate for the total number of external 
contractual relations.'® Thus, it is expected that 
forecast disclosure will be positively related to 
NEWSHARES, all else being equal. 

Consistent with the majority of previous 
positive studies (cf. Watts & Zimmerman, 
1986), SIZE is used as a measure of the firm’s 
sensitivity to political interference. It is cal- 
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culated as the natural logarithm of total assets in 
the last fiscal period prior to the prospectus 
issue. Following Watts & Zimmerman (1990), it 
is assumed that larger firms are more susceptible 
to political interference. As a consequence, 
managers of these firms will be more likely to 
provide voluntary disclosures to satisfy govern- 
mental monitoring demands and also to con- 
vince other external parties that they are good 
corporate citizens (cf. Fry & Hock, 1976).!° 
Thus, it is expected that forecast disclosure will 
be positively related to SIZE, all else being 
equal. 


Social variables 

Four variables are used to measure the 
influence of social relations on the decision to 
disclose an earnings forecast. 

ACCTANT is used to measure the normative in- 
fluence of the accounting profession. ACCTANT 
is coded one (zero otherwise) if a professional 
accountant (CA or CPA) sits on the firm’s Board 
of Directors or is a member of senior manage- 
ment. Since earnings forecasts are an account- 
ing technique, and since such techniques tend 
to be disseminated through professional bodies 
(DiMaggio & Powell, 1983), the presence of a 
professional accountant should be positively 
related to the decision to forecast earnings.?° 
Furthermore, as DiMaggio notes (1988, p. 6), 
the proximity of such professionals positively 
influences the probability of technique adop- 
tion. As a result, the presence of a professional 


16 As Hughes (1986, p. 122) notes, disclosures such as forecasts provide external investors with manager-specific 
information about future cash flows. These forecasts also act as a monitoring device because “the market and the 
entrepreneur have an implicit agreement about a penalty function ... if the realized value of (actual earnings) is sufficiently 
low relative to (the forecast)” (pp. 122—123). With this type of monitoring device, managers are held accountable for both 
their own effort and non-controllable events. 


17 Assuming that the number of shares being issued is correlated with the number of new shareholders. 
18 Excluding non-private companies from the sample did not affect the results. 


19 Voluntary disclosures are one method that corporations can use to convince external parties that they are responsive to 
the information needs of external stakeholders (cf. Gibbins ef al, 1990). 


20 In-depth interviews with 12 pairs of public accountants and their clients on the topic of accountany/client relationships 
indicated that the profession actively markets new accounting techniques such as forecasts and general sales tax consulting 
when such opportunities arise (Neu et al, 1991), 
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TABLE 2. Social construction measures 


Theoretical construct Operational measure 


Economic variables 

a. Compensation influences Senior manager’s share 
ownership 

Senior manager’s option 
ownership 

Number of new shares being 
issued 

Natural logarithm of total 
assets of firm 


b. Contracting influences 


c. Political influences 


Social variables 


a. Normative influences Professional accountant on 


Board of Directors or member 


of senior management 
Natural resource firm 
Financial firm 

Number of months after start 
of sample period 


b. Industry norms 


c. Diffusion over time 


accountant on the Board of Directors or as a 
member of senior management increases the 
likelihood that the senior manager will include 
an. earnings forecast in the prospectus. 
RESOURCE and FINANCE are used to measure 
the presence of industry norms regarding the 
appropriateness of adopting this technique. 
Following Eisenhardt (1988), industry norms 
were identified by talking to industry informants. 
Six brokerage houses specializing in TSE listings 
were contacted and asked whether they were 
aware of any industry norms regarding the 
appropriateness of including a forecast in a 
prospectus. There was a general agreement 
among informants that resource firms and 
financial service firms generally do not forecast 
earnings. Resource firms do not forecast be- 
cause the lack of a “track record” along with the 
hit or miss nature of exploration makes it 
unlikely that investors will trust the forecast. In 
contrast, financial services firms do not forecast 


Designation Expected 
relationship to 
FORECAST 
MOWNS + 
OPTION + 
NEWSHARES + 
SIZE + 
ACCTANT + 
RESOURCE - 
FINANCE — 
DIFFUSION + 


because of the conservative image that these 
institutions wish to project.?! 

To code resource and financial firms, the 
‘Financial Posts Survey of Industrials and 
Survey of Mines along with information con- 
tained in the prospectus was used to determine 
the firm’s primary business. RESOURCE and 
FINANCE are coded one (zero otherwise) if the 
firm’s primary business is in the resource sector 
or financial sector, respectively.?7 

DIFFUSION is used to measure the spread of 
forecasting over time. Previous studies have 
suggested that practice adoption increases over 
time (Rowan, 1982; Tolbert & Zucker, 1983). 
DIFFUSION is calculated as the difference 
between the month in which the prospectus 
was issued and the start of the sample period. 
For example, DIFFUSION would equal 12 if the 
prospectus was issued in December 1983, and 
60 if the prospectus was issued in December 
1987. It is expected that DIFFUSION will be 


21 It is acknowledged that from a logical positivist perspective, the coding of industry norms appears ad boc. However, 
since industry norms function as tacit knowledge or folk-wisdom, talking to industry informants seems to be the only way 
of identifying such taken-for-granted knowledge (cf. Taylor & Bogdan, 1984). 


22 All information used in the illustration was coded by both the author and a research assistant. Inter-rater reliability was 


greater than 99%. 
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TABLE 3. Logistic regression results for positive explanation 


Variable Expected Estimated Asymptotic Significance 
sign coefficient t-statistic (one-tailed) 
MOWNS + 0.02 4.25 <0.01 
OPTION + 0.09 0.31 a 
NEWSHARES + 0.01 0.29 = 
SIZE p 0.06 1.04 S 
CONSTANT —1.55 —2.53 <0.01 


Dependent variable = FORECAST; likelihood ratio = 23.45 with 4 d.f., p < 0.01; Cragg—Uhler R-squared = 0.12; McFadden 


adjusted R-squared = 0.05; % correct predictions = 66%; improvement over naive prediction rate = 8%. 


positively related to forecast disclosure, all else 
being equal. 

The preceding has proposed eight economic 
and social factors that are expected to influence 
a senior manager’s decision to forecast earn- 
ings. The dependent measure is simply whether 
the prospectus contained a forecast of earnings 
or not. FORECAST is coded one (zero other- 
wise) if the prospectus contains an earnings 
forecast. Table 2 summarizes the expected 
relationship of FORECAST to these other factors. 

To assess the relationship between the pre- 
viously identified influences and the decision to 
forecast, logistic regression is used.?? Table 3 
summarizes the predicted signs, estimated 
coefficients, asymptotic ¢statistics, one-tailed 
significance levels and goodness-of-fit statistics 
for the positive explanation, whereas Table 4 
reports the same information for the social 
construction explanation.4 

The results for the positive explanation 
reported in Table 3 indicate that a senior 


manager’s decision to forecast is partially 
explained by economic influences. In particular, 
compensation influences (MOWNS) and political 
influences (SIZE) are useful explanators of be- 
haviour in this case. However, similar to 
previous positive studies (cf. Watts & Zimmer- 
man, 1986, p. 245), the model is only slightly 
better than the naive prediction rate (the most 
common alternative divided by the total sample). 

Table 4 reports the results for the social 
construction explanation. All four measures of 
social influence contribute to the explana- 
tion. The normative influence of a professional 
accountant (ACCTANT) along with industry 
norms (RESOURCE, FINANCE) are useful ex- 
planators. Furthermore, consistent with 
the notion that practices become institutional- 
ized over time, DIFFUSION is also a useful 
explanator.?° 

A comparison of Table 3 with Table 4 
indicates the superiority of the social construc- 
tion explanation for this example.?° All four 


23 Logistic regression is preferred to ordinary least square regression techniques when the dependent variable is binary 
(Aldrich & Nelson, 1984; Neter et al, 1985) and multiple discriminant techniques when the independent variables are 
indicator variables (Madalla, 1983). The logistic regression routines in SHAZAM 6.1 (White, 1988) were used for the 
empirical work. 


24 The research design used here is similar to that used by Mezias (1990) to examine financial reporting practices. 
Furthermore, partial-likelihood ratio tests (a test for collinearity) along with other diagnostic routines specified in Aldrich 
& Nelson (1984) were used to check for possible assumption violations. These tests did not find any significant violations of 
assumptions for the models estimated in either Table 3 or Table 4. 


23 This example is intended to illustrate how social factors may influence a manager’s choices. No attempt is made to 
generalize the estimated models to other settings since, by definition, social influences (e.g. industry norms) are time and 
context dependent. 


26 Formally, it is possible to test the improvement resulting from the inclusion of the additional four social influences using 
the change in the likelihood ratio statistic (Aldrich & Nelson, 1984). The change in this statistic from Table 4 to Table 3 is 
significant at 0.001 (4 d.f.), indicating that social influences are important explanators of a senior manager’s behaviour. 


234 


D. NEU 


TABLE 4. Logistic regression results for social construction explanation 


Variable Expected Estimated Asymptotic Significance 
sign coefficient t-statistic (one-tailed) 
Economic variables 
MOWNS + 0.01 1.64 <0.10 
OPTION + 0.27 0.86 — 
NEWSHARES + —0.01 —0.01 — 
SIZE + —0.02 —0.22 — 
Social variables 
ACCTANT + 0.40 1.33 <0.10 
RESOURCE = —2.56 —5.05 <0.01 
FINANCE ee ~1.31 —2.91 <0.01 
DIFFUSION + 0.03 3.08 <0.01 
CONSTANT —1.19 —1.38 <0.10 


Dependent variable = FORECAST; likelihood ratio = 77.76 with 8 d.f. p < 0.001; Cragg—Uhler R-squared = 0.35; 
McFadden adjusted R-squared = 0.19; % correct predictions = 73%; improvement over naive prediction rate = 15%. 


goodness-of-fit measures (likelihood ratio, the 
two pseudo R? measures, and the percentage of 
correct predictions) suggest that the social 
construction explanation better fits the data.?” 
Furthermore, within Table 4, social influences 
appear to be relatively more important explana- 
tors of behaviour than are the economic 
influences. 


DISCUSSION 


Positive studies of a manager’s choices have 
concentrated on a narrow subset of economic 
variables intended to proxy for compensation, 
contracting and political influences on be- 
haviour. By concentrating on these economic 
factors, positive studies have failed to acknow- 
. ledge that economic actors are situated in 
social relationships. As a result, positive studies 
have assumed away salient contextual factors 
that influence behaviour. 

This paper has argued that a social construc- 
tion perspective provides us with a better 
understanding of the factors mediating a man- 
ager’s choices. This approach recognizes that 


individual, institutional and societal relations 
influence, constrain and even define one’s 
choices, both at a point in time and over time. 
Furthermore, a social construction perspective 
suggests that some practices are not consciously 
chosen; rather, they are so highly institutionalized 
that they are taken-for-granted. As a result, 
adequate explanations of behaviour must con- 
sider the ways in which both utility and 
rationality are socially constructed. 

A senior manager’s decision to adopt the 
practice of forecasting earnings when issuing a 
prospectus was used as an illustration. For this 
particular example, the findings indicate that 
the inclusion of measures of social influences 
results in a better (in a statistical sense) ex- 
planation of the decision to forecast than is pro- 
vided by positive measures alone. Specifically, the 
normative influence of a professional accountant 
(ACCTANT), industry norms (RESOURCE, 
FINANCE), and diffusion effects (DIFFUSION) 
contribute substantially to the explanation. 

Taken together, the analysis and example 
extend our understanding of the selection of 
accounting practices. In particular, they pro- 
vide us with an alternative vocabulary for 


27 All four goodness-of-fit statistics should be interpreted jointly (Aldrich & Nelson, 1984). In addition, the percentage of 
correct predictions should be interpreted as the upper bound on the models’ accuracy (Elliott & Kennedy, 1988, p. 229, 


Norusis, 1985). 
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describing managers’ behaviour, one that resists 
the economic reductionism present in positive 
studies. 

However, this paper also indicates the need 
for additional research. For example, the analy- 
sis suggested a number of ways in which social 
relations influence a manager’s behaviour. The 
aggregate nature of the forecasting example, 
however, only considered those social factors 
that were visible and quantifiable for all firms — 
in other words, those social influences that are 


common across institutional fields. Thus, while 
the reported results are consistent with a social 
construction perspective, the provided example 
only scratches the surface. Therefore, additional 
research that explores the less visible and more 
situation-specific influences on behaviour, along 
with the interplay among these influences, is 
needed. This research will fulfil the dual task of 
extending our understanding of the selection 
accounting practices and resisting solely econ- 
omic explanations of such behaviour. 
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Abstract 


This paper extends the work of researchers who have examined the ethical reasoning of CPAs in professional 
practice, Its purpose is to explore the influence of accounting firm socialization upon the individual CPA’s level 
of ethical reasoning. Based on cognitive—-developmental theory, and using a well-known measure of ethical 
reasoning, two hypotheses regarding selection-socialization are explored. To test these hypotheses, a 
triangulated research design was incorporated, employing cross-sectional, longitudinal and experimental 
methods. Findings of all three studies corroborate the existence of ethical socialization whereby those 
progressing to manager and partner positions within the firm tend to possess lower and more homogeneous 
levels of ethical reasoning. Experimental findings also suggest that firm managers’ promotion decisions are 
biased in favor of individuals possessing ethical reasoning that is closer to their own capacity. This implies that 
the ethical culture of the accounting firm stymies an individual’s development to higher levels of ethical 


reasoning. 


Our profession’s image is largely the sum of our 
individual attitudes and actions. Each failure tarnishes the 
image of the profession. Each of us is a professional, and 
each responsible for maintaining high standards. We 
cannot rationalize questionable actions by hiding behind 
our firms (Walters, 1986, p. 72). 


Recently, the ethical core of the accounting 
profession in the United States has been under 
close scrutiny due to a rash of bad press caused, 
in part, by a litigious business environment, 
recession in financial markets and crisis in the 
national Savings and Loan industry. To over- 
come a potentially soiled reputation, the pro- 
fession is now striving to modify and improve 
the ethical behaviors of individual accounting 
professionals (CPAs) in the practice of auditing, 
tax and consulting. Essential to developing an 
effective mechanism for change is an under- 
standing of the individual practitioner’s abilities 
to reason and behave ethically. 


Recently completed empirical studies have 
explored the underlying ethical reasoning pro- 
cesses of accountants in professional practice 
(Armstrong, 1984, 1987; Ponemon, 1988, 1990; 
Ponemon & Gabhart, 1990; Ponemon & Glazer, 
1990; Shaub, 1989; Tull, 1982). Findings of these 
works suggest that accountants are not reaching 
their potential for higher levels of ethical 
judgment or behavior. Further, Ponemon’s 
(1990) cross-sectional study of 52 CPAs shows a 
markedly negative association between position 
level within the firm and level of ethical 
reasoning. In that study it was concluded that 
(1990, p. 209), “This work suggests that 
differences in ethical behavior are likely to 
reflect differences in socialization; thus different 
positions in a firm’s hierarchy are likely to 
engender different ethical proclivities”. 

This paper extends prior work by examining 
the process of ethical socialization in the public 


*I acknowledge the many helpful comments provided by Jagdish Gangolly, Anthony Hopwood, Jeffrey Lippitt, Rudy 
Nydegger, James Rest and the anonymous reviewers. I am especially indebted to Donald Arnold for his immense 
contributions to this work. I also appreciate the editorial assistance provided by Joan Grossman. Last, but not least, I owe 
many thanks to the many CPAs and the one accounting firm participating in this research. 
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accounting profession. Relying upon cognitive— 
developmental theory, and using a well-known 
psychometric of ethical reasoning, it provides 
the results of cross-sectional, longitudinal and 
experimental studies, all corroborating the 
socialization phenomenon in public accounting 
firms. That is, the ethical reasoning levels of 
accountants, on average, decrease and become 
more homogeneous as they progress to higher 
positions in the firm hierarchy. Findings also 
provide evidence of selection-socialization, 
whereby the management of accounting firms 
hire and promote only those individuals who 
share a common set of ethical values and beliefs. 
The remainder of this paper is organized as 
follows. In the next section, the relevant 
literatures on the psychology of moral reasoning 
and socialization in public accounting firms are 
reviewed. Two hypotheses are then advanced. 
The first hypothesis examines the influence of 
accounting firm socialization as a determinant to 
the ethical reasoning levels of individuals enter- 
ing and remaining in the profession. The second 
hypothesis examines selection-socialization. To 
test these hypotheses, three empirical studies 
were undertaken. The first was a random, cross- 
sectional study of professional accountants at 
various position levels in public firms through- 
out the United States. The second was a two-year 
longitudinal study of auditors at various position 
levels within one international firm. The third 
study was based on a field experiment involving 
audit managers’ judgments regarding the pro- 
motion potential of actual audit seniors within 
the same firm. The implications of this research 
are discussed in the last section of the paper. 


THEORETICAL DEVELOPMENT AND 
HYPOTHESES 


Psychology of ethical reasoning 

Drawing from the field of cognitive develop- 
ment, the psychology of ethical reasoning 
provides a theory that explains the human 
decision-making process prior to ethical be- 
havior. It is concerned with the process that 
individuals follow in making a decision. It is not 
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concerned with the moral philosophy of what is 
right or wrong. The psychology is a well- 
developed field of research based on the work of 
the noted child psychologist Jean Piaget ([1932], 
1966). From this early work, Lawrence Kohlberg 
developed a model of ethical cognition that 
includes a series of developmental equilibria 
present in individuals. Kohlberg (1969) advanced 
a stage-sequence model defining a series of 
cognitive levels and stages somewhat akin to the 
rungs of a ladder. That is, all individuals move 
upwardly through these developmental levels 
beginning at what is termed “pre-conventional 
morality”, to the second level termed “conven- 
tional morality” and sometimes to the final and 
highest level called “post-conventional morality”. 

To paraphrase Kohlberg (1984, pp. 624— 
639), one way to understand the three levels is 
to think of them as three different types of 
relationships between the self and society’s rules 
and expectations. To a pre-conventional person, 
rules and social expectations are something 
external to the self; a conventional person 
identifies self in relation to others; a post- 
conventional person differentiates the self from 
the rules and expectations of others and defines 
his or her values in terms of self-chosen 
principles. Accordingly, to the pre-conventional 
person, resolution of an ethical dilemma is 
simply based upon the immediate cost and/or 
benefit of ethical action. To the conventional 
person, resolution is based upon the avoidance 
of harm to others belonging to one’s social 
institution. The post-conventional person frames 
an ethical judgment based upon an internalized 
and self-chosen set of principles. 

‘Within each of the three levels of ethical 
judgment are two developmental stages, produc- 
ing a total of six discrete equilibria. For example, 
pre-conventional behavior consists of a lower 
order belief system termed “stage 1” where an 
individual chooses to do right if he or she can 
avoid punishment, and a higher order belief 
system termed “stage 2” where an individual 
chooses to do right only when it serves one’s own 
immediate interest (e.g. expected benefits exceed 
expected costs). Table 1 presents a summary of 
the three levels and six stages. 
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TABLE 1. Six stages of moral reasoning* 


Pre-conventional level: focus is self 
Stage 1 
Stage 2 


Conventional level: focus is relationships 
Stage 3 
cooperation with those in your environment. 


Obedience: you do what you're told primarily to avoid punishment. 
Instrumental egotism and simple exchange: let’s make a deal or only consider the cost and/or benefits to oneself. 


Interpersonal concordance: be considerate, nice and kind and you’ll get along with people. Focus is on 


Stage 4 Law and duty to the social order: everyone in society is obligated and is protected by the law. Focus is on 


cooperation with society in general. 


Post-conventional level: focus is personally held principles 
Stage 5 


Societal consensus: you are obligated by whatever arrangements are agreed to and by due process and 


procedure. Focus is on fairness of the law or rule as determined by equity and equality in the process of 


developing the rule. 
Stage 6 


Nonarbitrary social cooperation: how rational and impartial people would organize cooperation is moral. Focus 


is on fairness of the law or rules derived from general principles of just and right as determined by rational 


people. 
* Adopted from Rest, J. (1979a). 


To illustrate this model, consider the ethical 
motivations of an individual accountant at 
different levels of ethical reasoning. The pre- 
conventional person is not cognizant of dif- 
ferences among individuals. Such individuals 
view their actions in physical terms and are not 
conscious of the psychological interests of 
others. An accountant at stage 2, for example, 
would choose to comply with professional 
standards, ethical codes or law only if he or she 
deemed that ethical behavior was less harmful or 
costly than unethical behavior. Conversely, if 
the accountant could benefit from unethical 
actions, and there is no possibility of getting 
caught, he or she would probably choose to do 
SO. 

The conventional individual is aware of 
shared feelings, agreements and expectations 
which take primacy over individual interests. At 

- the conventional level the accountant has a need 
to be a good person in the eyes of co-workers, 
management and the profession as a whole. At 
stage 3, he or she desires to maintain rules and 
authority which support stereotypical good 
behavior. At stage 4, the individual feels 
obligated to keep the system of rules and 
conventions going, and seeks ways to avoid 
breakdown in the system. The stage 3 accoun- 
tant, at times, may feel pressure to abide by peer 
group norms, even though such behavior would 
result in a blatant violation of firm policy. 
However, at stage 4 the accountant feels 


obligated to the policies of the firm or the 
standards of the profession, and is better able to 
withstand peer pressure. 

The post-conventional individual follows self- 
chosen ethical principles, in which case particular 
laws or social agreements are usually valid 
because they rest on such principles. However, 
when laws or rules violate these principles, one 
acts in accordance with the principle rather than 
abiding by the rule. For example, the stage 5 
individual’s social perspective is that ofa rational 
individual aware of values and rights prior to 
social attachments and contracts. The accountant 
believes that the rules and laws governing moral 
action in the profession are based on some 
rational calculation of overall utility (i.e. the 
greatest good for the greatest number of 
people). Here the individual recognizes that 
moral and legal points of view sometimes 
conflict, but has learned to balance moral 
principles with the rules and expectations of the 
profession and society. Hence, the accounting 
practitioner makes a choice to do right if it is 
consistent with his or her self-chosen ethical 
principles. 

It is important to note that the model is 
cognitive in that it attempts to explain how a 
person thinks; it is structural in that it describes 
an underlying innate mental process; it is 
developmental in that the structure develops 
within an individual over time; it is sequential in 
that the development progresses in order and 
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only in one direction (i.e. one only goes up the 
ladder and only one step at a time) and consists 
of six discrete identifiable stages. Further, Rest 
(1979a) posits that while one stage might 
dominate an individual’s reasoning, he or she is 
never simply at one stage of cognition. 

Since the inception of the stage-sequence 
theory, researchers have set out to construct 
reliable psychometric instruments to assess an 
individual’s level of ethical reasoning (Colby & 
Kohlberg, 1987; Rest, 1979b). Two commonly 
used instruments are the Moral Judgment 
Interview (MJI) and the Defining Issues Test 
(DIT). Kohlberg and colleagues developed the 
MJI, a series of standardized paradigms requiring 
the individual to resolve a moral dilemma. Each 
individual’s verbal protocol to the resolution of 
dilemmae is analyzed according to an elaborate 
scoring method, resulting in a single (global) 
stage score. Rest developed the DIT, a self- 
administered questionnaire that provides an 
objective measure of ethical reasoning. While 
DIT results are consistent with Kohlberg’s stage- 
sequence model, its primary measures are based 
on a distribution of ethical capacities rather than 
a single stage score. 

While much research has been conducted to 
validate the stage-sequence model of ethical 
development, criticisms about the develop- 
mental hierarchy and the stability of moral 
reasoning stages have been raised (Gibbs, 1977; 
Kuhn, 1980; Kurtines & Greif, 1974). As a result, 
refinements and extensions to the moral develop- 
ment model, with fewer restrictive require- 
ments on equilibrium stages, were advanced by 
Kohlberg etal. (1983) and Rest (1979a). Others 
have been concerned with the justice orienta- 
tions that define moral stages, resulting in 
possible cultural and gender biases in psycho- 
metric tests (Gibbs, 1977; Gilligan, 1977; Lyons, 
1982; Murphy & Gilligan, 1980). A final area of 
concern has been the relationship between 
moral reasoning and ethical action (Blasi, 
1980).! 
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Despite these issues, the theory of ethical 
reasoning and development has been shown to 
be of consequence in applied psychological 
research, including studies of criminal behavior 
(Kohlberg et al, 1972), moral atmosphere 
within organizations (Higgins et al., 1984), 
whistle-blowing judgment (Brabeck, 1984) and 
ethical decision making in the business environ- 
ment (Carmella, 1985; Trevino, 1986; Trevino & 
Youngblood, 1990). Several studies have exam- 
ined public accounting professionals’ ethical 
reasoning and development (Armstrong, 1984, 
1987; Ponemon, 1988, 1990; Ponemon & 
Gabhart, 1990; Ponemon & Glazer, 1990; Shaub, 
1989; Tull, 1982). 

Findings of these studies suggest that accoun- 
tants do not develop ethical reasoning capacities 
commensurate with individuals having similar 
socio-economic and educational backgrounds. 
For example, based on a study of accounting 
students and practitioners, Armstrong (1987, p. 
33) writes, “CPA respondents appear to have 
reached the moral maturation level of adults in 
general, instead of maturing even to the level of 
college students, much less to the level of 
college graduates. In other words, their college 
education may not have fostered continued 
moral growth”. Ponemon (1990), in a study of 
accounting practitioners at various position 
levels in public firms, reported a marked 
negative association between accountants’ posi- 
tion or rank and their level of ethical reasoning 
as measured using the MJI. Ponemon & Gabhart 
(1990) experimentally investigated the in- 
fluence of ethical reasoning on auditors’ in- 
dependence judgment. In this study, auditors at 
lower levels of ethical reasoning were sensitive 
to factors relating to penalty (personal harm) 
resulting from misconduct when framing an in- 
dependence judgment. Auditors at higher levels of 
ethical reasoning, however, were sensitive to 
affiliation (harm to others) when framing their 
judgment. Finally, Ponemon & Glazer (1990) 
examined the ethical development of accounting 


1 Kohlberg (1984) and Rest (1986) provide a summary of the results of hundreds of studies in this area and also address the 
most salient critiques to the theory including the stability of moral judgment stages, the existence of possible gender bias and 
the possibility of measurement error in psychometric methods. 
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students and alumni from a small liberal arts 
college and large state university. They found 
accounting seniors and alumni of the liberal arts 
college achieving, on average, a significantly 
higher level of ethical reasoning than compar- 
able students and alumni from the state institution. 
In summary, the psychology of ethical reason- 
ing has been shown to be of consequence to the 
study of behavior in accounting and auditing 
because many professional judgments are con- 
ditioned upon the beliefs and values of the 
individual. While these studies report significant 
and consistent results, they are limited in two 
major respects. First, findings were based on 
small, regional or non-randomly generated 
samples of accounting practitioners. Second, 
because studies were cross-sectional rather than 
longitudinal, socialization processes could only 
be inferred rather than explicitly tested. Despite 
limitations, the present research is motivated by 
(and attempts to extend) prior work in this area. 
It explores and attempts to explicitly test the 
influence of accounting firm socialization on the 
ethical reasoning and development of individuals 
remaining in the accounting profession. 


Socialization in accounting firms 
Researchers have long been concerned with 
explaining how individuals become successful 
in their chosen careers (Forbes, 1987; Hall, 
1976; Lawrence, 1990; Rosenbaum, 1979, 1984; 
Whyte, 1956). Career success or individual 
attainment within organizations has been ex- 
plained by psychological and sociological pro- 
cesses (Nystrom & McArthur, 1989). Much of 
this work suggests that promotion serves as an 
employee screening and signaling mechanism. 
That is, employees who get a promotion are 
likely to be perceived by management as having 
personal characteristics commensurate with the 
culture and philosophy of the organization. 
Several studies indicate the importance of 
symmetry in the perceptions of subordinates 
and superiors in terms of selection and promo- 
tion (Lockheed, 1980; Smircich, 1983; Weick, 
1979). As a result, management is more likely to 
promote subordinates who share common 
views of the organization and its people. Other 
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studies suggest that as employees assume 
greater managerial responsibilities within an 
organization they tend to develop homogeneous 
cognitive traits, including their level of ethical 
reasoning (Avolio & Gibbons, 1988; Fisher etal., 
1987). 

Studies of socialization in the accounting 
profession have typically focused upon the 
work-related behaviors, attitudes or perceptions 
of individuals employed by large public firms (cf. 
Dillard & Ferris, 1989). One common theme in 
this literature is the existence of an underlying 
and often deliberate process of socialization at 
work within the accounting firm, resulting in the 
acculturation and assimilation of all members 
entering and remaining in the profession (cf. 
Blank, 1984). Early studies revealed organiza- 
tional conflict emerging from socialization 
pressures resulting in systematic differences 
between the perceptions of newly hired versus 
highly experienced accounting practitioners 
(Rhode et al., 1976, 1977; Sorensen, 1967; 
Sorensen & Sorensen, 1974). Other studies also 
found a widening gap between high-level and 
low-level accountants in terms of career goals 
and objectives (Sorensen et al., 1973; Sorensen 
& Sorensen, 1972). At the center of such conflict 
are often discordant values brought about by an 
individual’s career aspirations versus the bureau- 
cratic demands of the firm. Those who maintain 
a low regard for bureaucratic details will 
typically become dissatisfied with their career 
and leave the firm. 

Later studies examined determinants of an 
individual’s career success and upward mobility 
in public firms. In general, these studies show 
that individuals who are able to adapt into the 
firm’s culture or work ethic will more likely 
progress. Those unable to do so will quickly 
become disillusioned with their careers and 
leave the firm (Aranya & Ferris, 1984; Benke & 
Rhode, 1980; Blank, 1984; Bullen & Flamholtz, 
1985; Dean et al., 1988; Dillard & Ferris, 1979; 
Ferris, 1977). Ina related field, other researchers 
have examined organizational processes or 
control mechanisms employed to motivate and 
convince employees to think and behave in the 
best interests of the firm (Dirsmith & Covaleski, 
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1985a; Hofstede, 1968; McNair, 1991; Merchant, 
1982; Ouchi, 1980; Wilkins & Ouchi, 1983; 
Rockness & Shields, 1984). According to Ouchi 
(1980), two implicit mechanisms are termed 
clan control and selection-socialization. Davidson. 
(1990) suggests that the selection-socialization 
process in accounting firms can occur two ways. 
That is, the individual, being unable to fit into the 
culture of the firm, may voluntarily choose to 
leave, or firm management may seek to hire and 
promote only certain types of individuals from 
the population of eligible personnel. 

Like other organizations, the culture of an 
accounting firm can have a profound effect on 
the beliefs and values of its personnel (Dillard, 
1981; Otley & Berry, 1980). Accounting firms 
may have self-perpetuating organizational cul- 
tures because their managements tend to select 
and promote individuals who are perceived to 
be similar to themselves (Benke & Rhode, 1984; 
Rhode et al., 1976). An “up or out philosophy”, 
and the lack of diversity among individuals in the 
partner ranks, strengthen a firm’s culture and its 
influence on the socialization of auditors at all 
position levels (Davidson, 1988; Dirsmith & 
Covaleski, 1985b). A strong culture may be 
beneficial to the accounting firm because it can 
reduce deviant (undesirable) behavior (Neimark 
& Tinker, 1986). On the other hand, such a 
culture may demand too much social con- 
formity — reducing creative activities within 
the firm and ultimately weakening its competi- 
tive edge (Ouchi, 1980; Wilkins & Ouchi, 1983). 

A strong organizational culture may cause 
those individuals who are unable to conform to 
the ethical norms or values espoused by 
accounting firm management to be weeded out 
of the firm. In support of this theory, studies of 
accountants’ ethical behavior show individuals 
at higher position levels having a stronger sense 
of commitment or obligation to the profession 
(Aranya & Ferris, 1984; Aranya et al., 1982; 
Armstrong, 1984; Loeb, 1970; Norris & Niebuhr, 
1983; Schilit, 1981; Yerkes, 1975). Indeed, the 
ethical socialization process itself may serve as 
the principal catalyst for Ponemon’s earlier 
findings (1990) of an inverse relationship 
between position within the firm and the 
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individual accountant’s ethical reasoning. As a 
result, individuals with too high a level of ethical 
reasoning may experience difficulty progressing 
to upper echelons in the accounting firm’s 
formal hierarchy. 


Hypotheses 

This study extends prior work by exploring 
the influence of firm socialization on the 
accountant’s level of ethical reasoning as he or 
she progresses to higher positions. It advances a 
theory that socialization processes motivate 
individuals to assimilate into the ethical culture 
or moral atmosphere of the accounting firm. 
This happens because those with too low or too 
high a level of ethical reasoning will find it 
difficult to “fit in” and prosper within the firm. 
Some may feel pressure to conform and will 
readily do so. Others will be unable to change 
and will find it necessary to leave. Ethical 
socialization may take several years and will 
invariably cause certain individuals to leave the 
accounting profession as well. Those who stay 
will be more likely to internalize the ethical 
norms and values that are encouraged by the 
organization. As a consequence, because ethical 
development is invariant (ie. one cannot 
retrogress to lower stages of ethical reasoning), 
those with higher capacities for ethical reason- 
ing will have no recourse but to leave the firm. 
The first hypothesis tests the influence of 
socialization upon the accountant’s decision to 
remain in or leave the firm. 


H1: Accountants with too low or high a level of ethical 
reasoning will either change (develop) or leave the firm. 


Since many large accounting firms have an “up 
or out philosophy”, during the promotion 
process, firm management may implicitly screen 
employees who do not share compatible traits, 
beliefs or ethical values. Accountants selected 
for promotion within the firm, therefore, will 
possess ethical reasoning capacities consistent 
with firm management. For example, if the 
partners of a firm are predominantly stage 4 
individuals, all subordinates possessing stage 2 
or stage 6 characteristics will be less likely to 
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advance. As a result, those progressing to higher 
positions within the firm will become more 
homogeneous in terms of ethical reasoning. The 
second hypothesis tests selection-socialization 
vis-a-vis the level of ethical reasoning of 
accountants being promoted to higher positions 
in the firm’s hierarchy. 


H2: Accountants with ethical reasoning levels closer to 
that of the management of the firm are more likely to be 
selected for promotion. 


In the next sections, the methods and results 
of three empirical studies are discussed. The 
results of cross-sectional and longitudinal studies 
show an association between accountants’ 
ethical capacity and their position within the 
accounting firm. These findings suggest that 
individuals at higher ethical reasoning levels are 
more likely to leave the firm before being 
advanced to the management ranks. Further, 
experimental evidence is provided which sup- 
ports selection-socialization, whereby firm 
management screen subordinates with incom- 
patible ethical values prior to promotion. The 
implications of these findings for future research 
in the area of ethical reasoning in accounting 
professions are discussed in the last section. 


EMPIRICAL STUDIES 


Overview 

To test the two primary hypotheses, a 
triangulated research design was incorporated, 
employing cross-sectional, longitudinal and ex- 
perimental methods. First, a sample of CPAs 
from accounting firms throughout the United 
States was randomly selected from a member- 
ship list provided by the American Institute of 
Certified Public Accountants (AICPA). Second, a 
representative sample of auditing professionals 
at various positions within one office of an 
international accounting firm participated in a 
two-year longitudinal study. Third, managers 
of the same international accounting firm 
participated in a field experiment requiring 
them to predict promotion potential for a 
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sample of actual audit seniors. The primary 
variable common to all three studies was the 
CPAs’ level of ethical reasoning as measured 
using the Defining Issues Test (DIT). 


Measurement of ethical reasoning 

The DIT was used to measure each individual 
CPA’s level of ethical reasoning (Rest, 1979b). It 
is a widely used and reliable psychometric 
instrument, and provides a surrogate measure of 
an individual’s level of ethical reasoning accord- 
ing to the cognitive developmental theories 
posited by Piaget ([1932], 1966), Kohlberg 
(1969) and Rest (1979a). The DIT is a self- 
administered questionnaire that includes a 
series of six hypothetical conflicts. For each 
conflict or dilemma, subjects are required to 
select and rank order those issues that have, in 
their opinion, the most significant influence on 
its resolution. 

The DIT provides several responses repre- 
senting the most typical modes of thinking in 
terms of the underlying cognitive—developmental 
theory. In scoring the questionnaire, points are 
assigned to each subject’s responses using a 
scale of 4 points for the most important to 1 
point for the least important. The points 
corresponding to the highest modes of ethical 
cognition are used to construct a single measure 
known as the P (principled) score, computed for 
each subject. Rest (1986, p. 5) describes it as 
“The relative importance a subject gives to 
principled considerations in making a decision 
about ethical dilemmas”. 

More specifically, the P score measures the 
percentage of stage 5 and 6 (post-conventional) 
responses made by an individual subject to the 
entire instrument. Results, therefore, are ex- 
pressed as a continuum from 0.0 to 1.0. In 
addition to the P score, the DIT results are also 
reported (in percentage form) as stages of 
ethical reasoning. Thus, since the stage-sequence 
model is developmental and sequential, a higher 
P score indicates a lower percentage of stage 1— 
4 responses. 

Because the DIT is scored objectively, statis- 
tical reliability and validity can be fairly assessed. 
Test—retest reliability for the P score is generally 
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TABLE 2. Sample demographics for cross-sectional study 


Big Other 
Area of practice Eight national 
Panel A: Males 
Audit 30 10 
Tax ; 19 10 
MAS 4 2 
Other 2 2 
Subtotals 55 24 
Panel B: Females i 
Audit il 5 
Tax 3 
MAS 1 3 
Other i 0 
Subtotals 22 ll 
Panel C: Totals 
Audit 41 15 
Tax 27 13 
MAS — 5 5 
Other 4 2 
Subtotals . 77 35 


Large Small 
Regional local local Total 
3 6 9 58 
5 3 8 45 
2 0 0 8 
1 1 4 10 
11 10 21 121 
3 3 2 24 
á 1 3 19 
2 0 1 7 
2 1 4 9 
11 5 10 59 
6 9 11 82 
9 4 11 64 
4 0 1 15 
3 . 2 8 19 
22 15 31 180 


Area of practice was divided into three areas. CPAs responding to more than one area were placed into the category 


“other”. 


Six of the Big Eight firms (prior to mergers) are included. Other national firms include those with practice offices in 
several major cities throughout the United States, Regional firms have multiple offices in a single geographic region. Large 
local firms have one major office and 50 or more professionals. Small firms have less than 50 professionals. 


in the high 0.70s or 0.80s. Cronbach’s alpha 
index of consistency is generally in the high 
0.70s (Rest, 1986. p. 11). According to Rest 
(1979a), the DIT has been validated in a number 
of ways, including predictive validity (pp. 
96-97), face validity (p. 98), criterion group 
validity .(pp. 107-126), longitudinal change 
studies (pp. 126-145), convergent—divergent 
validity (pp. 146—200), experimental enhance- 
ment studies (pp. 204-214) and discriminate 
validity (pp. 201—203). ` 


Cross-sectional study : 

CPAs were selected at random from the 
AICPA computerized membership list with the 
cooperation of the Institute. The population of 
members was first stratified such that only those 
in public accounting practice could be sampled. 
Three mailings to 650 CPAs were made, 


resulting in 202 responses or a 31% response 
rate. Each packet of. information contained the 
DIT (six story version), instruction booklet, a 
personal history data sheet, and a cover letter 
from the researcher. The first mailing was 
undertaken to estimate the population response 
rate. As a result, the second mailing was designed 
to capture a sufficient sample size, or a targeted 
precision at the 95% confidence level (Scheaffer 
et al., 1986, pp. 35-36). The third mailing 
followed up on those CPAs who did not 
respond.” Of the 202 returned DITs, 22 were 
unusable because of completion error. Thus, the 
remaining 180 completed DITs were submitted 
to the Center for the Study of Ethical Develop- 
ment at the University of Minnesota for in- 
dependent scoring and tabulation. As can be 
seen in Table 2, the sample is well balanced in 
terms of gender, area of practice and type of 


2 Tests of the third (follow-up) mailing, in comparison to the first and second mailings; did not reveal any differences in 


demographic or DIT charateristics. 
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TABLE 3. DIT results for CPAs in cross-sectional study 


Staff Senior 
DIT Measures (n = 14) (n = 30) 
P score means 44.71 42.40 
P score medians 44.00 43.00 
P score S.D. 4.36 5.94 
P score range 39.00 41.00 
P% stage 2 9.23 7.11 
P% stage 3 17.70 22.55 
P% stage 4 18.76 20.65 


Superv. Manager Partner Totals 
(n = 31) (n = 27) (n = 78) (n= 180) 
47.74 35.67 32.17 38.06 
44.00*** 36.00** 33.00 38.50 

9.79 5.50 5.08 8.06 
51.00 33.00 24.00 51.00 

4.18 6.16 7.25 6.79 
20.01 33.12 38.88 26.45 
23.11 18.76 14.37 19.13 


The Wilcoxon signed rank test (Hollander & Wolfe, 1973, p. 68) was used to test the significance of differences between 
DIT P score medians at adjacent position levels. Results are significant at p < 0.05 (**) and p < 0.01 (°**) levels, 


respectively. 


public firms. Further, CPAs from all major 
regions of the United States (27 States and 
Puerto Rico) are represented. 

Spearman correlates between DIT P scores 
and various demographic attributes were com- 
piled, resulting in three significant (p < 0.01) 
associations for chronological age (r = —0.49), 
experience (r = —0.51), and position level (r = 
—0.60, p < 0.01); hence, gender, type of firm, 
and area of practice were not associated. 
Because age, experience and position level 
were themselves highly correlated, a stepwise 
(backward) canonical analysis was undertaken 
to determine the root correlation (Thompson, 
1984, p. 47). This test revealed that posi- 
tion level (Re = —0.62), and not experience 
(R: = 0.13) or age (R; = 0.05), explained 
the strong negative relationship with DIT P 
scores. 

Table 3 reports DIT P score means, medians, 
standard deviations, ranges and percentage 
ethical stages (2—4) by the position level of 
CPAs. The pattern of DIT P score means and 
medians is similar to the MJI results reported in 
Ponemon’s earlier work (1990, p. 205). That is, 
DIT P scores increase at the supervisory level 
and then sharply decrease in the manager and 
partner ranks. Thus, partners of accounting firms 
have DIT P scores that, on average, are 12 points 
lower than staff accountants. As can be seen, DIT 
stage percentages suggest that the majority of 
CPAs are within the conventional level of ethical 
reasoning. That is, stages 3 and 4 represent (on 


average) over 45% of CPAs’ ethical reasoning as 
compared to an average DIT P score of 38. 
Further, the percentage of stage 3 reasoning 
consistently increases from the staff to partner 
ranks. Thus, partners and managers are pre- 
dominantly at stage 3. 

Selection-socialization processes would cause 
CPAs’ DIT P scores to become more homo- 
geneous at higher position levels. As reported in 
Table 3, the DIT standard deviations and ranges 
provide partial support for this process. The 
standard deviation is highest for supervisors and 
is approximately the same for all other positions. 
DIT ranges are noticeably lower for partners and 
managers as compared to all other levels. Hence, 
decreases in both DIT P score means and 
variation in the manager and partner ranks 
suggest a weeding out effect of CPAs with 
higher levels of ethical reasoning before reach- 
ing upper management positions in the firm’s 
hierarchy. 

The Wilcoxon signed rank test (Hollander & 
Wolfe, 1973, p. 68) was used to test the 
significance of differences between DIT medians 
for CPAs at adjacent position levels. Results 
show that supervisors have higher P scores than 
managers at p < 0.01, and managers have higher 
P scores than partners at p < 0.05. The Kruskal— 
Wallis and Jonckheere procedures (Hollander & 
Wolfe, 1973, pp. 120-124) were used to test the 
order of DIT P scores by CPAs’ position level. 
Results show that the following order is 
significant at the 0.05 level: supervisors = staff = 
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seniors 2 managers = partners, where at least 
one inequality is strict. 

In comparison to the DIT norms published by 
Rest (1979a, 1986), results of the present study 
yield two interesting differences. First, while 
these results are comparable to earlier DIT 
studies of CPAs (cf. Armstrong, 1987; Ponemon 
& Glazer, 1990), DIT P scores are much lower 
than norms for college educated adults. Second, 
the estimated standard deviations for staff, 
seniors, managers and partners are only about 
one-half as large as those reported in earlier 
studies. 

In summary, cross-sectional results suggest 
that the CPAs’ position within the accounting 
firm is associated with DIT results. Because the 
stage-sequence model is developmental, one 
would expect individuals’ DIT measures to 
increase or stay the same over time, but never 
decrease. Yet why do DIT results seem to 
decrease in the manager and partner ranks? 
Three reasons can be advanced. First, individual 
managers and partners may retrogress to lower 
ethical stages as they progress in their careers. 
However, this would be a contravention of the 
model. Second, as noted by Sorensen et al. 
(1973), a generation gap may still exist between 
CPAs at higher and lower ranks within the 
accounting profession. As a result, in com- 
parison to staff, seniors and supervisors, those in 
the manager and partner ranks may not have 
been exposed to a socially or culturally diverse 
environment, thus inhibiting their development. 
As noted by Ponemon & Glazer (1990), one 
such factor is the nature of accounting educa- 
tion. Along these lines, Rest (1986, pp. 110-111) 
suggests that college and graduate school 
education can increase an adult’s DIT P score by 
about 10 points. 
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A third reason is that socialization within the 
accounting firm may have resulted in the 
selection and promotion of only those super- 
visors, managers and partners at lower levels of 
ethical reasoning. This process may be formal or 
informal. For example, the CPA’s ethical reason- 
ing level might well affect social discourse with 
peers, superiors, and client personnel. In this 
type of situation, someone who is different in 
some way might be perceived by firm manage- 
ment as less credible or competent than others 
who are similar to themselves. Further, the 
incentive structure of the firm might motivate 
employees to participate in certain work-related 
rituals to prove their credibility (Dirsmith & 
Covaleski, 1985a; McNair, 1991). Perhaps indivi- 
duals with a higher capacity for ethical reasoning 
will be unwilling to participate in such rituals — 
thus failing to prove their worthiness to the firm. 
Finally, public accounting firms operate in a 
competitive business environment where suc- 
cess may necessitate management of accounting 
firms to bend the rules or, at times, concede to 
the demands of clients. Being less able to do so, 
CPAs with higher capacities for ethical reason- 
ing may find it difficult to advance. This rationale 
is consistent with cross-sectional results and is 
‘the basis for the next study. 


Longitudinal study 

The researcher contacted the managing part- 
ners of the offices of several international public 
accounting firms located in a large.north-eastern 
city. The culmination of this effort was the 
agreement by the auditing department of one 
accounting firm to participate in this study. With 
the assistance of its management, all auditing 
personnel at the staff, senior and manager levels 
were available for selection. All auditors were 


3 Because a firm’s culture and ethical codes are typically defined by its partners, it is interesting and somewhat disturbing to 
find that partners have the lowest average DIT P scores among all other position levels in the firm’s hierarchy. The 


implications of this finding are discussed in a later section. 


4 Rest (1979a, p. 113) reports DIT P score norms of 53.3 for college educated adults, 42.3 for college students and 31.8 for 


high school seniors. 


> The accounting firm did not use a supervisory level, but rather promoted seniors directly to manager. For comparative 
purposes to cross-sectional findings, seniors eligible for promotion to the manager level are equivalent to supervisors. 
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required to have passed all parts of the uniform 
CPA examination and were identified by firm 
management as being eligible for promotion 
within a one-year time frame. Here, promotion 
eligibility was simply defined as the number of 
years the auditor had been in his or her present 
position. Audit staff were considered eligible for 
promotion to senior if they had at least one year 
of staff level experience. Audit seniors were 
considered eligible for promotion to manager if 
they had at least three years of experience as a 
senior. Audit managers were considered eligible 
for promotion to senior manager with at least 
two years as a manager. Thus, the typical 
promotion sequence from newly hired staff to 
senior manager took six to eight years. It is 
important to note that formal promotions at all 
levels (except for partner) within the firm are 
made once a year. Promotion decisions are 
announced within a two to three week period at 
the end of the firm’s fiscal year. 

All staff, senior and manager level auditing 
personnel were contacted by letter and a follow- 
up telephone call by a partner from the auditing 
department. Based on the above criteria, 126 
audit staff, 75 audit seniors and 39 audit 
managers were contacted. Of these, 113 staff, 57 
seniors and 23 managers agreed to participate 
(101 were males and 92 were females). Staff, 
seniors and managers had 1.63, 4.74 and 6.52 
years of experience, respectively. All 193 
auditors completed the DIT (six story version) 
and a personal history data sheet at the 
beginning of the study in classroom settings 
under the supervision of the researcher. This 
was completed approximately six months be- 
fore annual promotion decisions were announced. 
All auditors remaining with the firm after one 
and two years also completed the DIT at the end 
of each year proving high test-retest reliability at 
the end of year one (r = 0.905) and two (r = 
0.887). 

Based on information provided by firm 
management at the end of year 1 and year 2, 
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auditors were placed into one of three catego- 
fies: stayed with the firm and was promoted, 
stayed with the firm and was not promoted, or 
did not stay with the firm. Ethical socialization 
would cause individuals with too low or too high 
a level of ethical reasoning to either change 
(develop to higher levels) or exit the firm. This 
would be reflected in a convergence of DIT P 
score means at the end of years 1 and 2. That is, 
according to H1, those with low DIT P scores 
can develop higher DIT P scores over the two- 
year period. On the other hand, those with high 
DIT P scores would be unable to retrogress to 
lower stages and, therefore, choose to leave the 
firm.© Further, according to H2, selection- 
socialization would be reflected if only those 
auditors with DIT P scores commensurate 
with upper echelons of firm management are 
promoted. 

Decision trees for staff-senior, senior-manager 
and manager-senior manager sequences over 
two years are provided in Figs 1—3. Each branch 
of the tree corresponds to a promotion or exit 
decision made over one or two years. At the end 
of year 1, three branches correspond to auditors 
leaving the firm, staying with the firm and 
receiving a promotion, or staying with the firm 
and not receiving a promotion. At the end of year 
2, five branches are available. That is, auditors 
receiving a promotion in year 1 will either leave 
or stay with the firm by the end of year 2. At the 
end of year 2, auditors not getting promoted in 
year one will either leave, get promoted and 
stay, or not get promoted and stay. Sample sizes 
(n), DIT P score means (m), and standard 
deviations (o) are provided at the top and 
bottom of each branch of the tree diagram. 

Figure 1 illustrates results for staff to senior 
promotions or exits. At the end of year 1, all 
auditors exhibit about the same DIT results. By 
year 2, however, auditors receiving a promotion 
and remaining with the firm have higher DIT P 
scores. This finding supports H1, suggesting that 
auditors with lower levels of ethical reasoning 


6 Of 162 subjects remaining with the firm at least one year, 16 had DIT P scores that decreased. No DIT P score, however, 


decreased by more than 2 points. 
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YEAR 0 
n= 113 
m= 40.3 
g = 11.1 
Not 
YEAR 1 Exit Promoted Promoted 
n= 14 n= 50 n= 49 
m = 39.5+ m = 40.3 m = 40.9 
ao = 10.4+ o = 11.5 o = 9.6 
YEAR 2 Not 
Exit Promoted Promoted Exit Stay 
n = 20 n= 8 n = 22 n= 11 h = 38 
m= 38.2+ m = 39.8 m= 42.5 m = 37.1+ m= 42.0 
o = 8.7+ g = 9.2 o = 8.3 o = 7.9+ o = 9.8 


Fig, 1. Staff-senior promotion/exit decisions and DIT P score means (m ) and standard deviations (0) for two years. (+ DIT P 
score means and standard deviations were estimated from the prior year for those auditors who exited the firm during the 
study.) 


are more likely to leave the firm. On the other 
hand, H2 is only partially supported. In accor- 
dance with this hypothesis, auditors promoted 
to senior by year 2 have higher and more 
homogeneous DIT P scores than those passed 
for promotion and exiting the firm. Yet auditors 
promoted to senior in year 1 and exiting the firm 
by year 2 tend to have lower DIT P scores as 
well, The pattern of DIT means do suggest, 
however, that staff auditors with higher levels of 
ethical reasoning are more likely to receive a 
promotion and stay with the firm. 

Figure 2 reports a very different story. Here, 
average DIT P score means decrease by at least 
five percentage points for audit seniors being 
promoted to manager in years 1 and 2. These 
decreases are caused by the exit of auditors with 
much higher and more heterogeneous DIT 
results. Hence, the process of audit manager 
promotions seems to corroborate selection- 
socialization whereby audit seniors are selected 
for promotion based on certain innate charac- 
teristics. As a result, those seniors promoted 
to manager tend to have lower and more 
homogeneous levels of ethical reasoning, thus 
supporting H2. 

Manager to senior manager promotion or exit 
decisions are illustrated in Fig. 3. While not as 
dramatic as the results in Fig. 2, managers with 


lower DIT P scores seem more likely to receive a 
promotion to the senior manager level at the end 
of year 1. At year 2, however, no discernable 
pattern exists between auditors’ DIT P scores 
and promotions or exits from the firm. 
Contingency tables and Fisher’s exact test 
(Conover, 1980, p. 167) were used to assess the 
significance of increasing or decreasing DIT P 
scores corresponding to each possible branch of 
the decision tree. Results for Fig. 1 suggest that 
staff or senior exits are not independent of DIT 
P scores at p < 0.05. For Fig. 2, manager 
promotions and senior exits are not indepen- 
dent of DIT P scores at p < 0.001 level. The 
independence of DIT results from promotions 
or exits in the manager or senior manager ranks 
as shown in Fig. 3 could not be rejected. The 
Kruskal—Wallis and Jonckheere tests (Hollander 
& Wolfe, 1973, pp. 120—124) were again used to 
determine the directional influences of DIT P 
scores on promotion or exit decisions over two 
years. These tests reveal significant findings for 
staff to senior and senior to manager promotions 
or exits from the firm. Specifically, staff or senior 
auditors exiting the firm at year 2 have 
significantly (p < 0.043) lower DIT results than 
senior auditors remaining in the firm. Auditors 
promoted to manager at years 1 and 2 have 
significantly lower (p < 0.01) DIT results 
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YEAR 0 
n = 57 
m = 41.8 
o = 8.1 
Not 
YEAR 1 Exit Promoted Promoted 
n= 12 n = 26 n= 19 
m = 49.9+ m = 42.1 m = 36.5 
o = 10.5+ o = 8.4 o = 7.4 
- YEAR 2 . Not 
Exit Promoted Promoted Exit stay 
n= 9 n= 10 n= 7 n= 5 n= 14 
m= 47,2+ m= 41.2 m = 36.1 m = 35.8+ m = 36.6 
a = 9,9+ g = 10.2 o = 6.9 o = 6.9+ ao = 6.8 


Fig, 2. Senior—-manager promotion/exit decisions and DIT P score means (m) and standard deviations (0) for two years. (+ 
DIT P score means and standard deviations were estimated from the prior year for those auditors who exited the firm during 


the study.) 
YEAR 0 
n = 23 
m= 35.9 
o= 6.9 
Not 
YEAR 1 Exit Promoted Promoted 
n= 5 n= 14 n=4 
m = 38.9+ m = 35.8 m = 33.9 
o = 4.5+ go = 5.9 g = 2.2 
YEAR 2 Not 
Exit Promoted Promoted Exit Stay 
n= 4 n=5 n= 5 n= 1 n=3 
m = 35.2+ m = 36.3 m= 34.4 m= 35.0+ m = 33.6 
ao = 5.9+ go = 7.0 go = 5.1 o = 0.0 g = 5.5 


Fig. 3. Manager—senior manager promotion/exit decisions and DIT P score means (7) and standard deviations (o) for two 
years. (+ DIT P score means and standard deviations were estimated from the prior year for those auditors who exited the 
firm during the study.) 


than those not promoted and those leaving the 
firm. 
DIT results of individual auditors remaining 
with the firm for one and two years were used to 
assess ethical development. This was deter- 
mined from differences between each individual’s 
most recent DIT P score and his or her previous 
test score. A positive difference would suggest 
ethical development while retrogression would 
be suggested from a negative difference. The 
average DIT differences for years 1 and 2 are 
reported by three position levels in Table 4. As 


can be seen, almost all differences are positive, 
but none are significantly greater than zero 
(using a one-tailed t-test). Thus, on average, 
auditors’ ethical reasoning neither developed 
nor retrogressed over two years. 

The changing trends in DIT P scores suggest 
that ethical socialization may be a dynamic 
process, wherein the auditor’s motivation to 
acculturate or assimilate may change through 
the firm’s hierarchy. For example, at lower 
echelons, individuals are evaluated primarily on 
the technical or “craft” aspects of accounting. 
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TABLE 4. DIT P score changes for CPAs remaining in the firm 
over two years 





Year 1 Year 2 

Staff auditors: n= 99 n= 68 
Promoted 0.12 0.04 

Not promoted 0.04 0.01 
Senior auditors: n = 45 n=31 
Promoted 0.01 0.12 

Not promoted 0.06 0.14 

Audit managers: n=18 n=13 
Promoted 0.05 0.02 

Not promoted 0,19 -0.43 


Each entry represents the average change or difference 
between DIT P scores over one year. The significance of each 
change was determined using a one-tailed ftest. No 
significant differences in either year were found. 


Perhaps auditors with higher ethical reasoning 
capacities are better able to perform audit work 
under conditions of work-related pressure. On 
the other hand, auditors with lower ethical 
reasoning capacities may attempt to resolve 
pressure by engaging in dysfunctional behaviors 
such as premature sign-off or slacking on 
assigned tasks. As a result, they fail to master the 
craft aspects of their job, receive negative 
appraisals by their superiors, and are denied 
promotion. At higher echelons, the business 
aspects of auditing dominate individual evalua- 
tions and promotion decisions. By virtue of firm 
profitability and legal liability concerns, indivi- 
duals with lower ethical reasoning capacities 
may be better able to deal with business issues, 
thus achieving promotion to the partnership 
` ranks within the firm. 

In summary, cross-sectional and longitudinal 
studies yield consistent findings. That is, DIT P 
scores increase from 40 to about 42 for staff and 
seniors and then sharply decrease from 42 to 36 
for seniors and managers. As advanced earlier, 
the root causes of this finding are two-fold. First, 
socialization pressures cause auditors with 
lower ethical reasoning capacities to leave the 
firm rather than develop to higher levels. This 
was: reflected by auditors with lower DIT P 
scores leaving the firm one year after promotion 
to senior. Second, and perhaps more disconcert- 
ing, selection-socialization results in only cer- 
tain types of auditors being promoted within the 
firm. Evidence of this process was revealed in 
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audit manager promotions where only those 
seniors with relatively low DIT P scores were 
advanced. 


Field experiment 

To validate selection-socialization, a field 
experiment involving manager assessments of 
audit seniors was conducted. All 23 audit 
managers who participated in the longitudinal 
study also agreed to participate in the experi- 
ment. Using a survey form, these managers were 
asked to predict the promotion potential of 
actual audit seniors working in the same office of 
the firm. This task was developed with the 
assistance of firm management and was designed 
to emulate the actual procedure for per- 
formance and promotion appraisals within the 
firm. Accordingly, twice a year, each manager 
was required to rate the entire pool of audit 
seniors. Thus, the task required each manager to 
rate audit seniors by ranking them from highest 
to lowest in terms of their potential for 
promotion to the manager level. The list 
provided to each manager included the names of 
all 57 audit seniors involved in the longitudinal 
study. The order of names was randomized on a 
subject by subject basis to minimize possible 
demand characteristics. The manager was asked 
to exclude from the ranking all seniors for whom 
he or she did not have a sufficient basis for 
evaluation. The manager was also permitted to 
place the same rank for two or more individuals 
believed to have the same potential for promotion. 

Because all 23 managers and 57 seniors 
completed the DIT, a difference statistic was 
computed for each manager and senior pair. 
Here, the absolute value of the. difference 
between manager and senior DIT P scores was 
used to measure homogeneity in ethical reason- 
ing. Difference statistics were computed for all 
seniors that the manager included in his or her 
ranking (e.g. on average, 28 seniors were 
included in the ranking and all 57 seniors were 
ranked at least four times). These difference 
Statistics were also transformed to ranks from 
the smallest to largest absolute difference. 
Kendall’s Tau (t) (Conover, 1980, p. 256) was 
used to test for a correlation between the two 
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TABLE 5. Correlations between manager's assessment of seniors’ promotion potential and 
manager—senior DIT P score differences 


DIT P 
Manager score, 
1 18.1 
2 24.7 
3 28.8 
4 29.4 
5 30.0 
6 31.4 
7 32.4 
8 33.9 
9 34.7 
10 35.1 
11 36.3 
12 , 36.9 
13 37.0 
14 37.3 
15 38.1 
16 39.0 
17 39.9 
18 41.1 
19 41.4 
20 42.9 
21 43.7 
22 44.0 
23 50.7 
Means: 35.9 


Seniors Kendall’s 

ranked T Statistic p-value 
28 0.304 0.015** 
32 0.239 0.091* 
22 0.413 0.001** 
24 0.016 0.456 
23 0.323 0.027** 
31 0.515 0.000** 
35 0.251 0.064* 
23 0.265 0.079* 
28 0.313 0.014** 
33 0.015 0.433 
25 0.342 0.021** 
26 0.445 0.001** 
21 0.121 0.254 
35 0.231 0.087* 
40 0.157 0.162 
21 0.005 0.546 
33 0.386 0.013** 
34 0.291 0.043** 
24 0.048 0.405 
25 0.156 0.181 
34 0.353 0.009** 
23 0.187 0.116 
21 0.071 0.345 

27.9 


The Kendall’s t statistic (Conover, 1980, p. 256) was used as a measure of correlation 
between two sets of ranked data, where * denotes significance at p < 0.10 level and ** 
denotes significance at p < 0.05 level. The first data set was the manager’s ranking of seniors 
according to their potential for promotion in the firm. The second set of data was the 
absolute difference between manager’s and senior’s DIT P scores. 


sets of ranked data for each manager. A 
significant positive correlation suggests that 
the manager’s perceptions of senior’s promo- 
tion potential and manager-senior DIT P scores 
are not independent, providing evidence of 
selection-socialization. 

Results of the experiment are reported 
separately for all 23 audit managers in Table 5 in 
ascending order of DIT P scores. The number of 
seniors included in the ranking and the Kendall’s 
q statistic are provided for each manager. The t 
Statistic is a measure of agreement between the 
two sets of rankings. Here, perfect agreement 
would be denoted by 1 and perfect disagree- 
ment would equal —1. The p-value for each T 
statistic is also reported. Three findings are 
shown. First, all correlations are positive. Second, 
14 t correlations are significant at or below p < 


0.10, and ten of these are significant at or below 
p < 0.05 level. Third, 10 significant t correla- 
tions are clustered around managers with DIT P 
scores at or below the sample median. 

These results suggest that managers’ promo- 
tion assessments tend to be biased in favor of 
seniors possessing ethical reasoning that is 
commensurate with their own capacity. This 
finding is especially salient for managers with 
lower ethical reasoning levels, thus suggesting 
that seniors with lower capacities will more 
likely receive positive assessments. In conjunc- 
tion with the longitudinal findings presented 
earlier, this research provides strong evidence 
of selection-socialization whereby audit man- 
ager promotion decisions are influenced by 
the ethical reasoning levels of the indivi- 
dual senior. The next section discusses the 
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implications of this research in the public 
accounting domain. 


IMPLICATIONS AND CONCLUSION 


Many accounting practitioners and educators 
believe that socialization of those entering and 
remaining in the accounting profession is 
necessary to ensure their obedience to the 
required rules and standards of the profession 
(Burton, 1975; Mautz, 1975; Mayer-Sommer & 
Loeb, 1981). Even if ethical socialization serves a 
useful purpose in the profession, the results of 
this research show a convergence of ethical 
reasoning below comparable norms for college 
educated adults as individuals progress to higher 
positions in the firm. This means that the ethical 
values encouraged by firm management are 
inconsistent with higher levels of ethical reason- 
ing. As a result, the ethical development of those 
entering and remaining in the accounting 
profession is stymied. 

This does not necessarily mean that the 
ethical motivations of accounting firm manage- 
ment should be seriously questioned, because, 
according to Rest (1986, p. 60), ethical reason- 
ing is only part of an individual’s overall ethical 
judgment. Many other variables may also play an 
equally important role in ethical behavior. What 
this finding does suggest, however, is that 
partners and managers tend to be at the 
conventional level (stage 3) of ethical reasoning. 
This means that individual partners or managers 
are motivated primarily by their need to affiliate 
with peers or a referent group (e.g. the client, 
office colleagues, or the accounting firm) when 
judging and attempting to resolve an ethical 
conflict. Assuming that the referent group is the 
accounting firm, adherence to the rules of the 
profession will result as long as such rules are 
consistent with the norms of the firm. If, on the 
other hand, rules of the profession are not 
consistent with the norms of the firm, then 
norms will take precedence. 

At higher levels of ethical reasoning, partners 
and managers would be better able to indepen- 
dently frame ethical judgments separate and 
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apart from the values and needs of clients, 
colleagues within the firm, or the accounting 
firm as a whole. In addition, those with higher 
ethical reasoning capacities would have greater 
sensitivity to ethical conflict not well defined by 
the firm or the profession. Because the practice 
of accounting is dynamic, many conflicts are not 
resolved by simply adhering to codes of conduct 
or professional standards. This is especially true 
for partners who, by virtue of their position, are 
typically exposed to the most difficult and 
pressing problems within the organization. 
While those at higher ethical reasoning levels 
would be better able to resolve difficult ethical 
conflicts, few of these individuals rise to upper 
management positions in the firm. As a result, 
those at the top are ill equipped to deal with and 
resolve the multitude of ethical conflicts that 
abound in everyday practice. 

There are two remedies available. First, 
management of accounting firms can adopt new 
and detailed rules of conduct which attempt to 
specify in concise and clear language a single 
correct ethical strategy to any particular ethical 
conflict. It is important to note, however, that 
the rule-makers themselves should possess high 
ethical reasoning since they must deal with 
many new and unchartered conflicts that are 
likely to arise. Second, management of account- 
ing firms can develop to higher levels of ethical 
reasoning. As a result of their ethical develop- 
ment, partners and managers will also develop 
greater tolerance for subordinates with differing 
ethical capacities. This, of course, would dis- 
courage selection-socialization as evidenced by 
this research. A prerequisite to ethical develop- 
ment is more effective educational interventions 
at both the university and the firm level. As 
indicated by Rest (1988); development to 
higher levels of ethical reasoning can occur at all 
ages and in all environments. Therefore, tradi- 
tional ethics education in accounting should be 
replaced by formal courses and programs that 
foster the highest order of ethical reasoning (cf. 
Ponemon & Glazer, 1990). 

Some might doubt the need for change on the 
grounds that the market for public accounting 
services dictates the level and value of ethical 
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standards within the accounting profession 
(Noreen, 1988). Thus, as long as firms are 
profitable, ethical standards must be acceptable 
to the public at large. However, this justification 
is inappropriate for two reasons. First, if 
selection-socialization effectively weeds out 
those individuals with high ethical reasoning, it 
will be difficult to attract and retain employees. 
That is, many of the best and brightest account- 
ing students will choose alternative career paths. 
The lack of diversity among those progressing to 
partnership will cause the ethical culture or 
moral atmosphere of the firm to become 
stagnant. Perhaps stagnation and an inability to 
adapt to new cultures will cause accounting 
firms in the United States to find it increasingly 
difficult to compete and survive in the world 
business community. 

Second, and perhaps more importantly, given 
recent economic events in the United States, 
positive public perceptions of the profession’s 
ethical capacity may be dwindling. As a result, 
the value of an independent public accounting 
profession may also diminish. Hence, clients and 
financial statement users alike will place less 
faith on audit opinions and place greater reliance 
on legal or contractual arrangements. As the 
demand for public accounting services declines, 
government authorities may become more 
actively involved in the regulation of the 
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profession. Loss of the public trust and resulting 
governmental interventions can cause the de- 
mise of the profession. 

Despite significant findings, individual dif 
ferences in ethical reasoning, as measured by the 
DIT, only hint at the true complexity of the 
ethical socialization phenomenon. Much work is 
still required to examine how and why an 
individual’s level of ethical reasoning influences 
his or her potential for career attainment and 
upward mobility within accounting firms. For 
example, future studies can explore the way in 
which management of accounting firms observe 
the ethical beliefs and values of employees, and 
whether these observations are used by man- 
agement to select, screen and advance only 
certain types of individuals. Other studies can 
examine the ways in which ethical or unethical 
behaviors can be employed by individuals to 
signal characteristics deemed to be acceptable 
to accounting firm management. 

In conclusion, this research has demonstrated 
the salience of firm socialization processes on 
the ethical reasoning levels of individuals 
remaining in or leaving the firm. Since “One 
rotten apple spoils the barrel” (an anonymous 
quote), if the profession is to survive and 
prosper, firm management must learn to en- 
hance the ethical development of individuals at 
all levels within the organization. 
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Abstract 


Practices restricting women’s access to the accounting profession have persisted since the early 1900s, yet 
the accounting literature has generally failed to articulate the nature of these discriminatory practices, and 
the underlying class and gender conflicts this opposition reveals. Quoting from debates in the early 1900s 
— “deploring” the admission of women to the profession — I describe the evolution of strategies that 
restricted certification opportunities, denied participation, and perpetuated alienating social relations. 
However, description is not the primary aim of this history of female accountants, rather, a theoretical 
rationale for understanding these stratagems is sought. By contextualizing accounting practice and 
research within feminist theories of conflict, this research exposes accounting’s participation in 
reconstituting the terrain of struggle for an array of social practices towards women: culturally, 


educationally, economically and politically. 


Rewriting women’s history involves reassessing 
the role of women in our past. This has evoked 
spirited debates among historians and 
sociologists in the last two decades (Berkin & 
Norton, 1979; Coward, 1983; Dex, 1985; 
Friedan, 1963, 1985; French, 1986; Gilligan, 
1982; Illich, 1982; Jagger, 1983; Jaquette, 1984; 
Kessler-Harris, 1978, 1982; Lerner, 1979; Oak- 
ley, 1972; Pateman, 1984; Rowbotham, 1976; 
Rubin, 1975; Stiehm, 1984). Women in business 
in the late 1800s and early 1900s have had their 
experiences documented (Adams, 1921; Bird, 
1976; Groneman & Norton, 1987; Rotella, 1977; 
von Milkos, 1943), but only recently has a criti- 
cal history of women in business emerged in ac- 
counting research (Burrell, 1987; Ciancanelli et 
al., 1990; Crompton, 1987; Hopwood, 1987; 
Lehman, 1990; Macintosh, 1985; Pushkin, 1987; 
Reed & Kratchman, 1990; Shearer, 1989, 
Thomas, 1991; Tinker & Neimark, 1987). 

This article contributes to this research by 





exploring two interrelated themes regarding 
women in the accounting profession over the 
past eight decades. First we consider the 
mechanisms obstructing entry into the account- 
ing profession and the subsequent obstacles re- 
stricting the advancement of women. Second, as 
different theories have emerged to “explain” the 
status and stratification of women in social 
hierarchies, it is important to contextualize the 
history of female accountants within these 
theories, because they offer radically different 
strategies for the future. Adopting a particular 
theoretical framework is crucial — it reconsti- 
tutes the terrain of struggle for an array of social 
practices towards women: culturally, socially, 
educationally, economically and politically. 
The next section reviews feminist theories 
and outlines factors instrumental in construct- 
ing roles for women and men. Thereafter consid- 
eration is given to exploring the entry of women 
into, primarily, the U.S. accounting profession, il- 
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lustrating practices and attitudes that hindered 
professional status for women. Recognizing that 
many U.S. accounting firms were offsprings of 
nfluential U.K. partnerships, turn of the century 
J.K. experiences serve as a background to the 
subsequent U.S. account.! Seeking not to com- 
zare nor collapse the unique social, political and 
2conomic circumstances facing these countries 
during the century, this approach aims to pro- 
Juce a longitudinal review illustrating a range of 
social practices, the continuities among them, as 
well as their diverse origins. The final section fo- 
uses on the implications of this study, claiming 
‘hat positions of power and opportunities for 
setting accounting policy are restricted for 
women, reflecting discriminatory practices and 
ilienating work hierarchies characteristic of 
contemporary society. 


VIVE LA DIFFERANCE? 


The origins of the sexual division of labor — 
that is, explaining the early patterns of human 
2xistence and the resulting roles established for 
emales and males — are a contested terrain for 
iistorians and anthropologists. For some, biol- 
Igy is destiny and thus the sexual division of 
abor is related to differences in size and strength 
yetween early hominid males and females as 
well as the biological dependency of the young. 
Əther researchers, disputing this as biological 
‘eductionism, offer evidence of flexible and fluid 
work arrangements in earliest human societies, 
‘ejecting the deterministic nature of the theory, 
ioting its disregard of behavior variability for 
emales and males, and the variety of roles 





CHERYL R. LEHMAN 


played by women.’ Refuting the inevitability ofa 
sexual division of labor, these theorists view the 
sexual division of labor as a social construct: so-. 
cial members reproducing their existence 
through production, and through cultural, in- 
Sstitutional and structural configurations by 
which social relations (and divisions) are sus- 
tained. 

In contrast to disputes regarding early 
societies, there is an overall consensus among 
contemporary historians that currently all 
human societies have some sort of division of 
labor along sex lines, although societies differ 
with respect to how labor is divided between 
the sexes. There are those communities where 
anyone, regardless of sex, is expected to do al- 
most but not quite everything that needs to be 
done, at times alongside members of the oppo- 
site sex, at times segregated from them. 
Women’s participation in all spheres of life — 
farming, fishing, shopkeeping, trading, politics, 
arts, science, medicine, education, religion and 
rebellion — throughout history in diverse cul- 
tures has been well-documented (Boulding, 
1976; Ciancanelli, 1980; Clark, 1968; De 
Beauvoir, 1949; French, 1986; Illich, 1982; 
Kaberry, 1939; Keliy, 1982; Kessler-Harris, 
1981; Lerner, 1986; Levin, 1969; Malinowski, 
1913; McNamara, 1983; Mead, 1935). The re- 
cord also reveals differences between women 
and men in status, roles, wages, and expecta- 
tions. These differences, a sexual division of 
rigid, constraining, and low status roles in cer- 
tain social positions for women, that has per- 
sisted for centuries in western society, requires 
conceptualization. 

That women’s status in ranked societies is var- 


For example, Price Waterhouse, a firm based in London, sent its first representative to the U.S. in 1890, the precursor to the 
ig Eight firm in the U.S., Price Waterhouse & Co. The Big Eight accounting partnership Peat Marwick Mitchell and Co. de- 
ives from James Marwick, of Scotland, who opened an office in Glasgow in 1887 and one in the U.S. in 1896 (see Previts & 


Aerino, 1979; Manicas, 1989). 


Researchers suggest in early life, from 3.5 million years ago to 800 B.C., most likely earth gatherers and hunters lived in flex- 
ble, egalitarian groups, where foraging activities in early life were pursued much in the same way by members of both sexes. 
“he picture previously offered of patriarchy — males with absolute power over women — probably never characterized 
hese groups (Coontz & Henderson, 1986; Lerner, 1986, p. 29; French, 1986). Lerner develops the establishment of patriar- 
hy as not one event but a process developing over a period of nearly 2500 years, from 3100 B.C. to 600 B.C., occurring at 
different place and different time in several distinct societies (Lerner, 1986, p. 8). Further details of this debate, beyond 
he scope of this article, may be found in Leibowitz (1986) and Chevillard & Leconte (1986). 
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iable leads us to reject a conspiracy-type theory 
and the inevitability of a particular division of 
labor, but the underlying question of what 
caused, affected or stimulated the division and 
subsequent ranking — they are not the same — 
remains unanswered. Did an informal division of 
activity develop very early or later in human ex- 
perience? Did it develop as an evolutionary pro- 
cess, a peaceful response to changing productive 
techniques or were there sudden breaks in 
which women and men resolved conflicts 
through violent upheavals? Not all these ques- 
tions will be pursued in this paper; we confine 
ourselves to more modest objectives of unpack- 
ing resultant inequality, illustrating accounting’s 
record, and considering the following question. 
As a sexual division of tasks did not inevitably 
mean unequal status for men and women, nor 
domination of one by another, why did this op- 
pression occur? What underlying theories can 
we appeal to in explaining this outcome? Before 
describing these theories, two concepts need to 
be elucidated: gender and feminism. 

A distinction is made between gender and sex: 
gender is a socially constructed role which we 
are taught to play, differing from sex — the 
biological determination of the female or male 
body we are born with. Women’s biological sex 
determines that they are to be child bearers; a 
gender system assigns women to be child rearers 
(Lerner, 1986, p. 238; Smirchic, 1985, p. 2; 
French, 1986, p. 191). Societies give gender 
roles the status of reality, naturalness, and in- 
evitability, and use gender roles in distributing 
resources and allocating privileges (Illich, 1982; 
Jaggar, 1983; Jaquette, 1984; Lerner, 1986; Pate- 
man, 1984; Smirchic, 1985; Stiehm, 1984). 
Economic crises, world wars and periods of sta- 
bility affect gender roles, and in some cultures 
these constructions are less rigid than in others; 
nevertheless they exist. 

Feminism is any form of opposition to social, 
personal or economic subordination suffered 
because of sex. The goal of women’s emancipa- 
tion is freedom from oppressive restrictions im- 
posed by sex and the realization of self determi- 
nation and autonomy (Lerner, 1986, pp. 236- 
237; Bouchier, 1983). 
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Theories on the origins of inequalities 

Theories exploring women’s unequal share of 
rights and resources fall into three general classi- 
fications: individualist-liberal feminism, socialist 
feminism and radical feminism. 

Individualist-liberal theorizing, asserting that 
inequalities are due to a breakdown in the demo- 
cratic ideal, attaches significance to western 
democracy’s pursuit of individual freedom for 
each citizen. Women’s rights are seen as a 
natural extension of rights forged in the Bill of 
Rights, the American Declaration of Indepen- 
dence, and classic statements of liberalism in the 
mode of John Locke, John Stuart Mill, Harriet 
Taylor, and Mary Wollstonecraft in the 18th and 
19th centuries. The essential distinction be- 
tween liberal feminists and the others is a belief 
that liberal ideals can be implemented through 
political, economic, and social changes neces- 
sary to reverse subordination of women (cf. 
Bouchier, 1983; Charvet, 1982; Jaggar, 1983; 
Mitchell & Oakley, 1976; Pateman, 1988; Rossi, 
1970; Rowbotham, 1972; Stiehm, 1984). 

Socialist feminism contends that inequalities 
are not malfunctions of an egalitarian system but 
an inevitable result of a rapacious social order. 
Women are exploited as a consequence of an 
economic system based on unequal access to re- 
sources under a regime of capital accumulation. 
Asserting that capitalist institutions perpetuate 
inequalities between classes, socialist feminism 
distinguishes women’s exploitation from men’s 
in at least three ways: women form a reserve 
army of productive labor (Coontz & Henderson, 
1986; Edwards, 1979; Milkman, 1983; Tinker & 
Neimark, 1987); women perform unpaid work 
in the family (Ciancanelli & Berch, 1986; 
Crompton & Mann, 1986; Harrison, 1973; 
Hartmann, 1976; Neil & Snized 1987); and 
women are exploited in conspicuous consump- 
tion norms and as sexual commodities (Burrell, 
1987; Jaggar, 1983; Lerner, 1986; Tinker & 
Neimark, 1987). 

Radical feminism claims that the benefits ac- 
cruing to male elites are powerful motivators for 
perpetuating women’s subordination. The in- 
Stitutionalization of male dominance over 
women, referred to as patriarchy, is manifested 
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in men’s disparate possession of power in im- 
portant and influential institutions (political, 
educational, legal, economic)’ (Coward, 1983; 
Illich, 1982; Lerner, 1986, p. 238; Jaggar, 1983). 
Radical feminists argue that the economic sys- 
tem is not a sole cause of female oppression, 
since this oppression occurs throughout cen- 
turies of diverse economic structures. Exploita- 
tive and repressive gender roles are considered 
prior to all other forms of economic and political 
oppression. Thus, the subjective and ideological 
milieu of a social order must be changed as well 
as transformation of the economic system. To 
these ends, radical feminists recommend aban- 
doning patriarchal thinking, insuring self-deter- 
mination and autonomy for women in all 
spheres of life, and critically reappraising values 
and beliefs (Lerner, 1986; Johnson, 1987; 
Stiehm, 1984). 

The primacy of class vs sex in establishing the 
rights, roles, and obligations of people distin- 
guishes the radical and socialist theorists. For 
socialist feminists, the importance of class domi- 
nates, thus upper class women are estranged 
from lower class women, differing in their rights, 
roles, interests and consciousness. Socialist 
feminists regard women and men within the 
lower classes as having common interests, rec- 
ognizing that these common grounds may be 
disguised by sexual oppression. 

In contrast, for radical feminists, the con- 
tradiction is between all women — as a socially 
dominated group — and men. Thus lower and 
upper class women never share the socio-econ- 
omic status of corresponding lower and upper 
class men; women are always below men in a 
given economic and professional category. Even 
upper class women often lack independent ac- 
cess to the means of production, or their access 
is restricted, since they are artificially attached 
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to the class of their husband or father. Belonging 
to the dominated group in society, upper class 
women may even be reduced to the lower class 
if they offend male prerogatives (Coontz & Hen- 
derson, 1986, p. 42). The inconclusive evidence 
makes us cautious in claiming the primacy of 
one factor over the other, considering instead 
that sex and class both impact on rights among 
people. Accepting gender and class as social 
constructions, as explained by different his- 
torical and sociological perspectives, we suspect 
that the oppression of women was a foundation 
for the emergence of traditional class society, 
and that sex and class oppression have developed 
in ways that render them analytically virtually 
inseparable (Coontz & Henderson, 1986, p. 37). 

All three perspectives recognize the signifi- 
cance of economic crises, media, education, 
family and work practices in influencing the in- 
teractions and role expectations of men and 
women. However, socialist feminism and radical 
feminism call for far more substantial changes in 
the ideological and structural realms. l 

Ideological practices shape individual im- 
pressions, desires, sensations and aspirations. 
These socially constructed practices are incor- 
porated into language, culture and tradition (Ar- 
rington & Francis, 1989; Coward & Ellis, 1977; 
Hawkesworth, 1984; Knights & Willmott, 1985; 
Lehman & Tinker, 1987). Ideology — our 
social beliefs and common sense notions — is 
important because it is the symbolic means by 
which we conceive, formulate, interpret, and 
act on the world, and it thereby mediates the 
allocation of resources, rights and obligations 
in society (Althusser, 1971, 1976; Derrida, 
1976, 1978; Gallhofer & Haslam, 1988; 
Gramsci, 1971; Hall et al., 1978; Hall, 1980, 
1982; Levi-Strauss, 1977; Miller & O’Leary, 
1987; Tinker, 1985; Tinker et al., 1988). 


3 Patriarchy has a narrow technical meaning derived from Greek and Roman law in which the male household had absolute 
legal and economic power over dependent female and male family members. In its contemporary definition it does not imply 
that women are either totally powerless or totally deprived of rights, influences, and resources, but that men’s domination 
in important institutions significantly restricts the power of women. 


4 The importance of race as a primary factor in distinguishing among the rights, roles and obligations of social members — 
prior to and more significant than sex or class — is not denied by our framework. (Although beyond the scope of this 
current research, see, for example, Bell, 1987; Cronon, 1955; Haley, 1964; Joseph & Lewis, 1981; Moraga & Anzaldua, 1981; 


Robeson, 1958; Sen & Grown, 1987.) 
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Socialist and radical researchers contend that 
20th century women have been taught to regard 
marriage as a prime aim in life; this lesson con- 
trasts with the direction given to males who are 
urged toward a life of public authority and re- 
sponsibility in powerful economic and political 
institutions (particularly for elite males; De 
Beauvoir, 1949; Gilligan, 1982). Cole’s report 
(1985), of a study of over 2000 children (grades 
3 through 12), by researcher Alice I. Baumgart- 
ner, University of Colorado, underscores some 
basic differences between boys and girls. “Both 
boys and girls, it turned out, showed a funda- 
mental contempt for females.” 


“IfI were a girl”, said one sixth grade boy, typically “I'd be 
stupid and weak” ... “If I were a boy”, said an 11th-grade 
girl, also typically, “people would take my decisions and 
beliefs more seriously” . . .“[asa boy I could] drop my typ- 
ing class and starting taking really hard courses” ... Not 
one girl expressed a negative reaction to male activities”, 
said Baumgartner, “but most of the boys had a critical or 
hostile reaction to female activities” (Cole, 1985). 


As adults females are frequently “silenced” by 
a disregard of their opinions, advice, expertise, 
and feelings. This socialization deprives them of 
access and power in a range of life activities 
(Borisoff & Merrill, 1985; Friedan, 1985). As 
Aristotle quotes Sophocles approvingly, “A mod- 
est silence is a woman’s crown” since it is as- 
sociated with modesty, purity, and a woman’s 
virtue (Keohane, 1981, p. 92). 

The female is defined in negativity, as “a cer- 
tain lack of qualities” by Aristotle, as an incom- 
plete subjectivity to be augmented by alien 
“masculine” attributes (Johnson, 1987, p. 28). 
Contemporary feminism asserts the legitimacy 
of the feminine as a positively different subjec- 
tivity, not subject to, in contrast with or in addi- 
tion to patriarchal subjectivity (Jagger, 1983; 
Jaquette, 1984; Lerner, 1986; Shearer, 1989; 
Stiehm, 1984). 
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How do these attitudes manifest in the work 
place, reinforcing and interacting with struc- 
tural imperatives? Professions are gendered 
(dominated by one sex) and barriers prohibiting 
sexual mixity (integration of females and males) 
are persistent. Evidence indicates that 70% of 
male employees and 54% of female employees 
are in jobs dominated by workers of the same 
sex (Beno, 1988) and in one study 50% of the 
jobs were completely job title or occupationally 
sex segregated (Beno, 1988). Research docu- 
menting the extensive nature of discriminatory 
practices identifies how they are built into work 
structures through management practices 
(Beno, 1988; Maruani & Nicole, 1987), initial 
job assignments (Keller, 1985; Rosenbaum, 
1979), job classification schemes (Milkman, 
1983; Roos, 1988; U.S. Commission on Civil 
Rights, 1984), opportunities for training and 
gendered perceptions of ability and productivity 
(Ferraro, 1984; Goldin, 1984; Kessler-Harris, 
1981, 1982; Nieva & Gutek, 1980; O’Leary & 
Hansen, 1982), wage fixing differentiation,’ job 
design (Kanter, 1980; Cockburn, 1981), and the 
exercise of authority (Burton, 1987a, b; Cook, 
1983). 

Crompton (1987) observes that male prac- 
tices for excluding women from professions are 
so deeply ingrained they hardly give rise to com- 
ment, being regarded as “natural”. They are in- 
stitutionalized in the all-male Club, the single 
sex-prestige schools ... the old-boy network... 
these practices represent, in a relatively unam- 
biguous fashion, the systematic exclusion of 
women from the acquisition of much of the or- 
ganizational knowledge necessary for develop- 
ing in the firm (Crompton, 1987, p. 108). We 
explore the applicability of these comments to 
the accounting profession in the following sec- 
tion. 


> Discrimination in employment has been manifested in a number of ways, e.g. by barring women from types of work, or by 
distinguishing the wages paid to women. The Australian situation is illustrative of the latter, where a wage fixing system dic- 
tates wages. Prior to 1969, there was institutionalized wage discrimination: between 1904-1907 married women earned 
54% for the same work as married men, by classifying women into the single person category; after World War II, and until 
1969, this same category restricted women to earning no greater than 75% of a married man’s wage. A 1969 ruling of 
“equal pay for equal work”, covering the “same or like nature and of equal value” has been estimated to benefit only 18% 


of female workers (Burton, 1987c, p. 2). 
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SINGLE ENTRY ACCOUNTING: WOMEN NEED 
NOT APPLY 


The historical overview below examines the 
resistance women have encountered in seeking 
professional equality in accounting since the 
turn of the century. Situating the profession in an 
historical context, between 1870 and 1900, the 
emergence of a substantial and powerful profes- 
sional group within the British middle class 
gathered considerable pace (Gourvish, 1988, p. 
13). The rise of professions, the debate regard- 
ing attributes of professions, and the competi- 
tion and antagonisms between professions offer 
a context within which women attempted to 
enter the accounting profession (Allen, 1988; 
Armstrong, 1985, 1987). The growing affluence 
of the middle class in the later Victorian period 
resulted in a “bourgeois culture emphasizing 
gentlemanly respectability ... certain occupa- 
tions had acquired a fairly high social status” 
(Gourvish, 1988, pp. 15, 16). 

Qualifying associations emerged, as much 
about restricting entry and expansion in the pro- 
fessions as about raising standards. Yet profes- 
sional status in accounting was evolving slowly; 
in 1851 and again in 1911, census reports 
excluded accountants, including them instead in 
the category: industrial occupations. Women 
fared poorly — employment opportunities re- 
mained limited in U.K. professional classes, 
penetration of the major professions was re- 
stricted, and within them, attaining the more 
prestigious posts was rare. By 1901 women 
“pioneers” included 212 physicians and sur- 
geons, two accountants, and no female barristers 
(Gourvish, 1988). 


1900 to 1920 

Attempts to admit women to the U.K. legal and 
accounting professions began in early 1900. In 
1911, a motion debated by the Edinburgh Char- 
tered Accountants Students’ Society and the 
Scots Law Society was entitled “That women 
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should be admitted to the legal and accounting 
professions” (Accountant, 1911, p. 319). 
Advocating the motion, Mr William Lowson 
held that the matter was a somewhat dull one 
perhaps, not susceptible to much argument, 
since women were human beings “with all the 
human faculties, who were quite capable of ad- 


-ding two and two, which was the essence of ac- 


counting work” (Accountant, 1911, p. 319). He 
drew a distinction between the suffrage ques- 
tion and the accounting debate, noting both 
were serious, yet the accounting matter was 
much more limited in scope, since as members 
of the legal and accounting profession, “no one 
would be compelled to consult” women (p. 
320). Women’s admittance to the medical pro- 
fession in 1879 provided a precedent for 
women’s entry into accounting.® 

Mr J. Row Fogo disagreed, arguing the root of 
the problem was fundamental —- women and 
men were not equal. The difference was that 
“when they talked about women entering cer- 
tain professions, they were confronted with the 
fact that nature had already marked out a profes- 
sion for which they were pre-eminently fitted” 
(Accountant, 1911, p. 321). Further, it was 
argued that as only the British upper classes en- 
tered the professions, and upper class British 
women never had to work, only women from 
the lower classes would enter the profession. 
Those of the better class knew perfectly well 
that the profession “in which their daughters 
would find most happiness was the profession of 
matrimony” (p. 321). The entry of women from 
the poorer class would do two things: lower the 
status of the profession, and increase competi- 
tion, thus lowering the remuneration for all (Ac- 
countant, 1911, p. 321). 

The inference that the “ladies” entering would 
come from the “class which was least desirable” 
(p. 322) exposes the period’s social and class 
conflict. The clamoring of women to enter was 
considered part of the serious contemporary 
problem that the “haves” had lost their power, 
and legislation was being dictated entirely by 


6 There is considerable controversy surrounding the appropriation of medicinal practices from the sphere of women’s work 
to a predominantly male medical “profession” (see Ehrenreich & English, 1976). 
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people who “were not only out of sympathy 
with, but in actual hostility” (p. 322) to the bet- 
ter class. Power and professional opportunities 
for the better class would be constrained by al- 
lowing women access into professions. 

The fear of competition was not a selfish argu- 
ment, rather, excluding women recognized the 
requisite need for men to be economically self- 
sufficient. “It was not absolutely necessary that 
woman should be provided with a means of 
earning a livelihood, but- it was essential that 
men should be enabled to do so, and accordingly 
it was for the benefit of the community that the 
men, on whom the burden of supporting families 
must lie, should be given fair scope to earn the 
wherewithal” (p. 323). 

It is curious that one debater was rejecting the 
entry of women because “they would most likely 
come from the lower classes”, at a time when 
educational access necessary for accounting 
would be available, primarily, to upper class 
women. Thus, it was not a desire to exclude 
“lower class” people, generally, but a desire to 
exclude all women, as the accounting profession 
strived for status as one of the highly regarded 
professions with “gentlemanly respectability”. 

Rejecting his colleagues’ prejudices against 
the “have nots”, Lowson contended “unless 
there was very good reason to the contrary, soc- 
iety was not entitled to say that women should 
only earn their livings in certain ways. There 
were only two classes of society, viz. the respect- 
able hard-working people and the wasters, both 
of which were found in all ranks” (p. 323). He 
contended society was in a “dangerous state” 
when citizens assumed professions were 
threatened by people rising from the ranks. Low- 
son did not believe that the nation had reached 
the “stage where the less wealthy classes were so 
demoralised that they could not be trusted to 
enter the professions” (p. 324). Those who 
claimed women would lower wages, or would 
compete against men, were acting as if women 
were not part of the community, and that their 
rights could be denied. He found the arguments 
that women, if from the have-nots, would prove 
to be “shady practitioners” was distinctly amus- 
ing. “Women, he might say, committed far fewer 
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crimes, and were much more respectable, than 
men, and to assert they would lower the stand- 
ard of the professions was perfectly ridiculous” 
(p. 324). 

The motion was rejected by a substantial 
majority of members of the Scots Law Society, 
thus barring women from entry. 

During this period the issue of women’s equal- 
ity in social and professional life was argued in 
terms of concepts such as property, rights and 
personhood. Blacks in the U.S. were denied 
rights by defining them as property and non-per- 
sons prior to the abolition of slavery, and until 
the late 19th century, females were also prop- 
erty. When Mrs Myra Bradwell, studying law 
and passing all her examinations was denied ad- 
mission to practice law in 1869, she invoked the 
Equal Protection guarantees of the U.S. Constitu- 
tion which were passed following the abolition 
of slavery (McIntyre, 1987). She lost, one judge 
explaining: 


There are many employments in life not unfit for the 
female character. The profession of law is surely not one 
of these. The peculiar qualities of womanhood, its gentle 
graces, its quick sensibilities, its tender susceptibility, its 
purity, its delicacy, its emotional impluses, its subordina- 
tion of hard reason to sympathetic feeling are surely not 
qualifications for forensic strife. Nature has tempered 
woman as little for the judicial conflicts of the courtroom 
as for the physical conflicts of the battlehood (McIntyre, 
1987, p. 14). 


The notion of equality and personhood in the 
law was the focus of a 1913 Accountant com- 
mentary, when Miss Bebb, who had obtained 
Honours in Jurisprudence from Oxford, sought a 
declaration that she was “a person” as defined by 
the Solicitors’ Act of 1843, so that she could 
practise law. The judge ruled that she was not “a 
person” and that it would take an act of Parlia- 
ment to make her “a person” (Accountant, 


- 1913a, b). Although legislation would be re- - 


quired to qualify women as persons, the com- 
mentary continued, “It is certainly no integral ` 
part of the constitution of this country that a 
woman who had attained her majority should 
have less individual freedom than a male of the 
same age” (p. 31). 

To eliminate sex distinction in accountancy, 
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the Institute of Chartered Accountants passed a 
resolution in 1909 stating that they were not op- 
posed to women practising accountancy. The 
contention was that the client should have the 
unfettered choice of a male or female prac- 
titioner. Yet the Institute impeded this choice 
because the vote did not determine whether 
women were suitable for membership as a Char- 
tered Accountant. Thus, “it is the utter absence 
of any recognised form of qualification that pre- 
vents women accountants as a class from being 
taken seriously at the present time” (Accoun- 
tant, 1913, p. 81). 

Because the Chartered Accountants restricted 
admission, the Accountant recommended the 
temporary solution that serious women accoun- 
tants should establish their own Society or As- 
sociation. Women were not being excluded 
from practice, yet limiting their qualification op- 
portunities was likely to affect the clients and 
practices they could secure. The Accountant 
commented, if an Association for qualified 
women existed, perhaps the gulf existing in the 
public mind between the male and female ac- 
countant would end. Differential treatment was 
illustrated by this advertisement in the London 
Daily Telegraph on 28 May 1913: 


Required, by wholesale firm in the country, not shop, 
lady as Clerk. Must be thorough accountant, to pass Au- 
ditor, and able to do plain cooking ... Salary £20 per 
annum, and 21⁄2 per cent of net profits (Accountant, 
1913b, p. 81). 


Why did this interest in the Bebb case appear 
in the 1913 Accountant, and why the shift of 
opinion? (the Accountant was the affiliate publi- 
cation of the Institute of Chartered Accountants 
of England and Wales (ICAEW )). Speculating on 
one possibility, increasing tension and competi- 
tion was evolving within the profession regard- 
ing professional bodies. By 1910, two prestigi- 
ous bodies of accountants were the Institute of 
Chartered Accountants of England and Wales 
(ICAEW, referred to as the Institute) and the In- 
corporated Society of Accountants (referred to 
as the Society). One emerging organization, the 
London Association of Accountants (LAA), had 
restricted admission to men, yet its founder H. A. 
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G. Lewis, firmly believed in the principle of ad- 
mitting women, and pressed it strongly (ACCA, 
1954). 

On 13 May 1909, Mrs Ethel Ayres Purdie was 
admitted as a member to the LAA, an entry 
not achieved without difference of opinion on 
the council. Hostility between the LAA and the 
ICAEW and the Society now had the added divi- 
sive matter — the admission of women mem- 
bers. Mrs Purdie attracted the attention of the 
national press and “did not hesitate on each and 
every occasion to give her candid opinion of the 
other two accountancy bodies” (ACCA, p. 11), 
the Institute retaliating through the pages of the 
Accountant and the Society by a combination of 
methods. The idea of women entering account- 
ing came to the Daily Telegraph ina 1910 article 
entitled “Lady Accountant — A New Occupa- 
tion”; the Accountant’s 1913 shift may have 
been a reaction to the profession’s competitive 
environment. 

The debates on women’s entry into profes- 
sions continued. A 1915 joint meeting of law and 
accounting societies discussed the proposition, 
“That the admission of women into the profes- 
sion is to be deplored” (Accountant, 1915, p. 
127). 

Supporting the motion, Mr David refuted the 
supposed equality of women and men, alleging it 
was neither obsolete or absurd that men were 
superior. Wherever the sex was, it would be 
found that the male was not only physically 
stronger, but in other respects as well. The strain 
and stress of the professions could not be borne 
out so well by women as by men, nor was she fit- 
ted intellectually for such positions. Fearful of 
corrupting women’s virtues he referred to the 
historical precedent that the home was the 
proper sphere of influence for “the true, virtuous 
Roman matron” (p. 127). When she secured her 
independence, they found a reduction in the 
morals of the State and a loss of dignity, such that 
the Roman legislature itself sought to counteract 
the pernicious influence of women’s indepen- 
dence. If women entered professional life, “her 
loss in truly womanly virtues would be irrepara- 
ble and detrimental to the community, to the 
professions, and to woman herself’ (p. 127). 
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Agreeing that “the best place for the woman 
was not in the counting-house or office, but in 
the home”, the problem in the U.K. was simply 
that there was “no room in the home for all of 
them” declared Mr White (Accountani, 1915, p. 
128). There was a “surplus of twenty-nine mill- 
ion women outside the marriage returns ... 
[and] the chance for a woman over the age of 21 
to get married was only one in 62” (p. 128). 
What they had to ask was “Would the average 
fool of a woman make a worse accountant than 
the average fool of a man? He did not think that 
was possible (Laughter)” (p. 128). Only those 
competent to pass their articles and examina- 
tions would be admitted; women’s entry could 
increase the usefulness of the profession for the 
whole community. 

Opponents of women accountants argued 
that there was a danger of females swamping the 
profession, and that was a “thing to be deplored 
when they remembered that, by nature, women 
were impulsive, full of sentiment, and hasty in 
judgement — failings which condemned her 
against entry into the professions where justice, 
stern and unbending, but not sentiments, had a 
place” (Accountant, p. 128). In addition to 
women’s entry introducing personal an- 
tagonisms due to economic interests, “there 
would be a serious displacement of male labour” 
(p. 129). 

Perhaps women were unaware what was at 
stake, but “unless woman was induced to remain 
in the exalted position which she now occupied 
in the thought of man, it could not be expected 
that she could retain his respect and admiration 
for her” (p. 129). It was argued that “the soul of 
woman was of greater importance to the com- 
munity than her material success, and it was the 
duty of man to protect her against herself” (p. 
129) in her desire to enter the professions. 

By a vote of nine to eight, it was decided that 
the admission of women into the professions 
was not a thing to be deplored. 

During this period of World War I, a continu- 
ous decrease in attendance at tutorial classes 
was observed by the Institute of Accountants 
and Actuaries in Glasgow, Scotland. It was de- 
cided that commencing with the Spring Session, 
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the Council would open these classes to women. 
To avoid bringing the business of the country to 
a standstill “it necessarily followed that the 
shortage must, to some extent at least, be made 
good by the employment of young women of 
sufficient education and general intelligence” 
(Accountant, 1916, p. 545). There were many 
young women fulfilling these requirements, yet 
they did not have the training in the highly 
specialized nature of accounting. The Accoun- 
tant urged that, in light of current pressing 
needs, admission as a Chartered Accountant be 
extended to all, irrespective of sex. 

World War I had opened opportunities for 
women in a number of fields, but at its end, dis- 
criminatory practices were re-instituted. In the 
U.K, the experience for women civil servants, 
for example, was inextricably bound to the for- 
tunes of ex-servicemen. Contrasting with the op- 
portunities existing throughout World War I, a 
massive recruitment of men at the war’s end was 
initiated and sustained at the expense of women 
“who declined to act in a womanly way by un- 
complainingly giving up their jobs to men” 
(Zimmeck, 1984, p. 911). 

Unlike women, ex-servicemen made no case 
that their employment would increase effi- 
ciency, scope, or vigor of the civil service — 
they demanded and received concessions 
(granting special examinations, lowering the 
general pass rate, starting at higher levels of 
employment), while women’s demands for 
equality, irrespective of sex, were ignored. After 
the war, “the return to normalcy meant pushing 
women out of the myriad of occupations in 
which they had secured a foothold during the 
war” (Zimmeck, 1984) through a range of strate- 
gies, including reassignment of job tasks, firing; 
disqualifying women’s previous experience, and 
marriage restrictions. 

In 1918, the Society of Incorporated Accoun- 
tants and Auditors voted to admit women into 
their society recognizing that although women 
had been able to practise accountancy, they had 
been disadvantaged by exclusion to professional 
bodies (Accountant, 1918, p. 233). In March 
1921, Miss M. S. Neale was the first woman ad- 
mitted as a fellow of the Institute of Chartered’ 
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Accountants in the U.K. In the U.S., professional 
admittance had occurred in the first decade of 
the century in states including Colorado, Illinois, 
Louisiana, New Jersey, New York, and Pennsyl- 
vania. Maryland announced in 1909 that the first 
two women passing the examination to become 
certified public accéuntants, would be entering 
a field in which the “competition for business 
will be wholly with men” (Journal of Accoun- 
tancy, 1909, p. 404). Mendelsohn, speculating 
on women’s future in the profession, asserted 
that the various qualifications essential to suc- 
cess in any profession — character, integrity, 
personality, tact, education, ability — are not 
peculiarly restricted to men, and thus it would 
be “reasonable to assume that women can 
measure up to the required standards on these 
counts” (Mendelsohn, 1919, p. 108). 


1920 to 1940 

The period which followed was controversial 
as barriers to entry continued. Although the 
number of women engaging in preparation for 
the field was increasing each year, the great 
majority were becoming bookkeepers or offic- 
ers of corporations, not public accountants. 
Women with the ambition to enter public ac- 
counting sought the advice of the Journal of Ac- 
countancy, the official publication of American 
Institute of Accountants (AIA) (subsequently 
the American Institute of Certified Public Ac- 
countants [AICPA]). Yet most efforts failed 
because “the fact of the matter is that women are 
not wanted as accountants on the staff of practic- 
ing public accountants” (Journal of Accoun- 
tancy, 1923, p. 443). 

Women’s ability, application, analytic skills, 
and loyalty to the profession was unquestioned. 
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Although it seemed a paradox that women were 
excluded from the accounting staff, “the matter 
is quite simple”, claimed the journal’s editorial. 
Women cannot stand ready to travel and partici- 
pate in the functions required of a public ac- 
countant. For example, 


A staff member may be required to go from one end of the 
country to another, in company with groups of staff mem- 
bers, working at high pressure and under living condi- 
tions not suitable for what might be termed post- 
graduate co-education . . . there are many assignments to 
which staff members are sent, involving working all night 
long in places of difficulty and inconvenience ... any 
atempt at heterogeneous personnel would hamper pro- 
gress and lead to infinite embarrassment (Journal of 
Accountancy, 1923, p. 444). 


Difficulty for women was exacerbated by the 
objections of clients when a woman represented 
the public accounting firm. “Many of our busi- 
ness men are still living in the age when woman’s 
place was never outside the home, and to such 
men it is not only a shock but almost an indica- 
tion of disregard if a woman is sent to undertake 
the work of a practitioner” (Journal of Accoun- 
tancy, 1923, p. 444). 

The restricted access to accounting employ- 
ment made it difficult, if not unlikely, for women 
to obtain the experience required in many states 
for certification. “In a word then, the prospects 
for women in the field of accountancy are not 
brilliant ... as to the public field ... the woman 
who succeeds is the rare exception” (p. 445). It 
was not that women refused to work but that 
women were excluded from professional oppor- 
tunities.” 

Jones, presenting her survey of women CPAs 
to the American Society of Certified Public Ac- 
countants, verified public accounting firms’ 
aversion to women auditors, recounting one 


7 A recent example illustrates the form of exclusion. In 1980, the Equal Employment Opportunity Commission (EEOC) began 
one of the largest class action cases against Sears Roebuck and Company, the largest employer of women outside of the Fed- 
eral Government. Sears was accused of discriminating against women by failing to hire either new applicants or present 
employees into commission sales jobs, and were paying managerial women less than men in the same jobs. Sears’ lawyers 
claimed that statistical evidence revealing this pattern of discrimination could be explained as the result, not of company 
policy, but that women did not want jobs that conflicted with their domestic commitments and responsibilities. Kessler- 
Harris, testifying on behalf of the EEOC, contended that women historically have sought the best paying jobs open to them 
and that the absence of women from the high paying commission jobs at Sears was more likely to be a consequence of dis- 


crimination than any other cause (Kessler-Harris, 1986). 
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woman's experience, who was “informed that it 
would be business suicide to send a woman toa 
client’s. office” (Jones, 1927, p. 341). Jones re- 
vealed a recurring intra-professional antagonism 
by male public auditors towards female accoun- 
tants seeking public experience. The consensus 
of the survey was that sex was not a serious 
handicap in establishing their own practice, yet 
women were excluded from field work by male 
members of the profession. “Clients are less pre- 
judiced against women in field work than are the 
men in practice ... Women are welcome in all 
lines (of accounting) except in the employ as ac- 
countants of other public accountants” (p. 341). 
Despite the women’s unquestionable ability in 
accounting, larger accounting firms continued 
to “not place women in positions where they 
will be sent out on assignments” (p. 342). 

A number of women in the survey, attempting 
to gain professional experience, had entered 
firms in clerical positions, hoping to eventually 
access field opportunities. Yet progress for 
women was impeded. Jones contrasted how 
young men of ambition and ability were ex- 
pected to remain in clerical or subordinate posi- 
tions only long enough to gain experience, and 
then were advanced. Yet, “It is the rare excep- 
tion when the executives of a company even 
consider such a course of training for their 
young women employees” (p. 342). 

In 1929, Eastman, observing the paucity of 
women CPAs because most firms of public ac- 
countants would not employ women as field ac- 
countants, suggested women would have to gain 
exposure and publicity through service well 
done: 


And always a woman must deliver the goods a little more 
definitely, a little more carefully, a little more perfectly 
than her male competitors. She must learn to take the 
hardships with a smile. She must learn to see herself dis- 
paraged by some of the men of the profession and even by 
some of the workers in the offices where she is employed, 
and she must have a sense of humor and an understanding 
which sees only the real reason back of this. She must 
have confidence in her own ability and always give the 
service for which she would be willing to pay the. fee 
she is charging (Eastman, 1929, p. 140). 


Some of this advice implies that women 


271 


should collude in perpetuating discrimination 
by turning the other cheek. Feminist theory rec- 
ognizes that self-censorship sustains differential 
expectations and attitudes, and reinforces the 
conditions contributing towards inequalities. 

Priester (1940) characterized the inability to 
secure certification experience as sometimes an 
insurmountable object (p. 35). Eastman’s advice 
was severe, that women should offer their ser- 
vices “for a very low fee, barely covering ex- 
penses, for the sake of the experience” (Eastman, 
1929, p. 140). By the end of the 1930s, there 
were few female CPAs. 

To advance the interests and acceptance of 
women accountants, in 1933 a number of 
women formed the American Woman’s Society 
of Certified Public Accountants (AWSCPA). The 
society “grew slowly, and so did the number of 
women in accounting. In 1937, the rather wist- 
ful slogan was “one in a million” — 130 women 
CPAs in a population of 130,000,000” (Gibb, 
1945, p. 502). AWSCPA members, seeking to en- 
hance opportunities for women, sponsored the 
formation of a second organization, the Ameri- 
can Society of Women Accountants (ASWA). 
The objective of the ASWA was to stimulate dis- 
cussion of common problems, and it developed 
into chapters offering technical education and 
vocational guidance programs, thus providing 
women with the prerequisites needed for attain- 
ing field experience. 


1940 to 1960 

Twenty years after the Journal of Accoun- 
tancy’s 1923 editorial, explaining women’s exc- 
lusion from accounting staffs, a 1942 Journal of 
Accountancy editorial re-examined the matter. 
Prominent women accountants disputed the 
claims that it would be inappropriate for women 
to travel and assume public accountant respon- 
sibilities, and that clients objected to women as 
representatives. The women “have given these 
prejudices a slightly “Life with Father” tinge. The 
rigors of nursing, of factory work, and of other 
occupations, these writers maintain, prove the 
fitness of women for the more strenuous areas of 
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the accounting field” Journal of Accountancy, 
April 1942, p. 295). 

The 1942 editorial did not resolve the previ- 
ous objections, rather it commented that given 
the shortage of men due to World War II, it 
would be advisable for women to be employed 
in staff work in the audit offices. Relieving men 
for audit work, women accountants could per- 
form statistical analysis and office management, 
since “The feminine virtues of patience, perse- 
verance, attention to detail and accuracy, on top 
of sound training in accountancy, would fit them 
admirably for such career” (Journal of Accoun- 
tacy, April 1942, p. 296). 

Accountants were increasing participation in 
government operations, yet the progress of 
women in the Federal civil service up to 1941 
was insignificant (Liszt, 1942). Studies by the 
U.S. Department of Labor for the year ended 
1938 indicated that women were 10.7% of the 
accountants and auditors employed in the Fed- 
eral service, and 23.5% of the accounting, fiscal 
and payroll clerks. The latter group, in which 
women were a greater percentage, had a median 
salary that was 62% of that of the former group 
($1640 compared to $2638) (Liszt, 1942, p. 64). 
Women’s inability to qualify for civil service 
jobs, because they failed to pass the examina- 
tion, was considered “by no means proof that 
they cannot handle accounting positions. It is 
rather an indication ... [women] do not possess 
adequate experience and training. Women hesi- 
tate to study accounting because they know in 
advance that they may face hardship in obtaining 
employment. .. It will be far from an easy task to 
overcome the prejudice” (Liszt, 1942, pp. 65— 
66). Women continued to hear complaints that 
“a client would not like to have a women mes- 
sing around his office, and would not accept the 
results of her audit” (Quire, 1947, p. 75). 

Yet many believed opportunities were begin- 
ning to emerge. John L. Carey (editor, Journal of 
Accountancy) noted “the last war provided 
women with opportunities to enter many voca- 
tions previously closed to them, and this war un- 
doubtedly is opening wide to women the door 
to professional accountancy” (Carey, 1942, p. 
67). One practising woman accountant wrote “I 
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have been ... wondéring what imponderable 
would eventually widen the crack through 
which some of us have crawled. And here it is — 
war! — man power!” (Journal of Accountancy, 
July 1942, p. 67). She appealed to the profession 
to recognize the ability of women and encour- 
age their entry. 

Many accounting firms began employing 
women as staff accountants for the first time in 
their history, and the U.S. government was simi- 
larly breaking precedence, by employing a li- 
mited number of women certified public ac- 
countants as revenue agents to replace men en- 
listed in the war. It was expected that women’s 
participation would eliminate prejudice and 
establish women’s credentials (Dimmer, 1942, 
1943; Doerr, 1942). Past prejudices were noted. 
Dr Herman Feldman, Dean of the City College 
School of Business and Civic Administration as- 
serted that until the war “women were virtually 
excluded from the profession because of the 
preference of employers for the numerically 
superior male accountant” (The Woman CP.A., 
1942, p. 53). Anna Stockder, secretary of the 
Faculty Committee on Employment in Columbia 
University School of Business, claimed “this field 
has been virtually closed to women in the past 
because ... of its clients, who are usually pre- 
judiced against women going through their 
books” (The Certified Public Accountant, 1943, 
p. 7). 

Alleviating the shortage by employing women 
accountants, large firms found women accoun- 
tants to be “very satisfactory, some doing ex- 
tremely well and making a mark for themselves” 
(Ellis, 1943, p. 138). Previous rationalizations 
for excluding women were being proven false. 
“Women can keep up on hours ... (they) want 
to be treated the same as male members of the 
staff ... Women accountants have been accepted. 
by clients without difficulty ... Women have 
been sent on out-oftown assignments” (pp. 
128-129). Would this be sufficient to resolve 
the previous objections raised in the Journal of 
Accountancy? Would the profession retain its 
growing acceptance of women, experienced 
during the war, in peacetime? 

Doerr speculated in 1942 that in the post-war 
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period women would not be competing with 
men for jobs, because “Few, if any, of the return- 
ing men will have the necessary skills and train- 
ing to perform the various tasks of office posi- 
tions. It would in all probability be unwise for 
women to relinquish office positions 
[because] the skilled and experienced office staff 
will be indispensable to management in the post- 
war period” (Doerr, 1942, p. 54). 

Palen’s appraisal of post-war prospects cited 
several excellent reasons for believing that 
“women had gained a permanent place in ac- 
countancy” (Palen, 1945, p. 28). These included 
the shortage of accountants, the increasing need 
for accounting services, and women’s estab- 
lished position in well paid and important posts 
in industry and government. 

The most important reason, outweighing all 
the others, was the attestation by those employ- 
ing women accountants. Partners in the larger 
accounting firms overwhelmingly endorsed 
women accountants, presenting “unimpeacha- 
ble testimony that women on public accoun- 
tants’ staffs have been highly satisfactory, [and] 
that clients have not objected to them” (Palen, 
1945, p. 29). These men stated, “There will 
never again be any question about client accep- 
tance of the women accountant... No client has 
offered a single objection to them ... They like 
to go out of town and we send them out in 
groups of two or more ... Prejudice against 
women in accounting is dead” (Palen, 1945, pp. 
30-31). 

Women’s membership in professional 
societies also increased during the period. In 
1943 the national charter of Beta Alpha Psi was 
amended to include women; however, two chap- 
ters voted to exclude women. Gibb reflected at 
the end of 1945 that “the usual objections to 
women in professions have unfortunately per- 
sisted to some extent” (Gibb, 1945, p. 502). 

Subsequent to World War II women did not 
fare well, and were forced to relinquish their 
prominence and achievements in the profession. 
“It must be admitted, [it] was the shortage of 
competent men” that principally accounted for 
increasing women in accounting during World 
War II, stated the Journal of Accountancy 
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(1951, p. 675). “When the soldiers came back 
they were re-employed of course, and some of 
the women accountants had to give way. This 
undoubtedly caused a measure of disappoint- 
ment and disillusionment (Journal of Accoun- 
tancy, 1951, p. 675). 

The editorial suggested that as men were 
being recalled to active duty in the 1950s, it 
seemed inevitable that opportunities for women 
in public accountancy would increase. Charac- 
terizing the prospects, the journal noted, “Some 
prejudices against them yet remain... and there 
can be no guarantee that the jobs would be per- 
manent” (p. 675). The American Institute of Ac- 
countants suggested colleges encourage women 
to enter accounting, and although “no promises 
can be made to them . .. opportunities available 
... will soon be much greater than those of the 
recent past” (p. 675). 

Gildea summarized, in 1952, the four main ar- 
guments the profession used for not allowing 
women within the profession: 


(1) It is a waste of time and money to train a woman for 
this work since she will probably marry and quit working 
just when she becomes of some value to her employer; 
and if she does continue to work for a while, she will 
leave when her babies start to arrive. 
(2) The value of women in public accounting work is li- 
mited because of the restrictions on the kind and amount 
-of work they can do (including arguments against the 
feasibility of using women for inventory work, out-of- 
town assignments, etc. ). 
(3) Women accountants are unacceptable to clients who 
will not believe that women are capable of doing audit- 
ing, accounting, and tax work. 
(4) Women accountants are unacceptable to their men 
co-workers on public accounting staffs, particularly 
when women seniors and supervisors direct the work of 
men accountants (Gildea, 1952, p. 50). 


Prejudices such as these perpetuate gender 
roles and obstruct women’s desire to enter all 
spheres of employment (French, 1986; Kessler- 
Harris, 1978, 1982; Langland & Grove, 1981; 
Milkman, 1983; Stichm, 1984). The economic 
and social pressures of the post-war economy 
and class struggles — not women’s lack of com- 
mitment, abilities and desire for work — are the 
more likely reasons as to why women were de- 
nied employment and promotion in the 1950s 


of 
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(Burton, 1987a, b; Crompton & Mann, 1986; 
Dex, 1985; French, 1986; Kessler-Harris, 1981, 
1986; McIntyre, 1987; Roos, 1988; Steinberg, 
1984; Tinker & Neimark, 1987). 

Summarizing the status of women at this time, 
the 1959 Occupational Outlook handbook re- 
ported “Increasing numbers of women will be 
engaged in professional accounting though most 
public accounting firms still hesitate to employ 
them — because of tradition, objections from 
clients, or because women are considered un- 
suited for travel or factory assignments” (p. 180, 
in Brandon, 1964, p. 6). The prejudices Palen 
had optimistically predicted “were dead” in 
1945, had resurfaced. 


1960 to 1980 

Brandon recognized that a woman who was 
considering entry into public accountancy in 
the 1960s would have to weigh the resistance 
she might encounter in securing the experience 
requirement for certification validation, as well 
as resistance in establishing herself in the profes- 
sion (Brandon, 1964). Most public accounting 
firms were reluctant to hire women because 
firms believed women were not committed to 
the profession as a long term career. This argu- 
ment, that women would leave when they mar- 
ried, was refuted. Researchers claimed there was 
also no guarantee that men would not leave, and 
since women workers were employed out of 
economic necessity, they would not present 
personnel turnover problems (Brandon, 1964; 
Barcelona et al., 1975; Rayburn, 1971). 

Public accounting firms continued to believe 
that women accountants would be unacceptable 
to clients. Although for the “most part clients’ 
reactions to women have been favorable after 
women have proved themselves” (Brandon, 
1964, p. 6), there was resistance to providing 
the initial opportunities. 

Results of a 1964 survey, interviewing 
partners and personnel managers of accounting 
firms, men and women CPAs and college place- 
ment directors, indicated that the placement di- 
rectors were the least optimistic about public 
accounting for women. Although they had op- 
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portunities for men accounting graduates, they 
experienced difficulty in placing women ac- 
counting graduates. However, they expressed 
no difficulty in placing women in secretarial pos- 
itions and “they recommended secretarial skills 
to women” (Brandon, 1964, p. 6). In contrast to 
the supportive outlook of partners interviewed 
in 1945, the 1964 study noted “None of the 
partners nor personnel interviewers of national 
and local public accounting firms were overly 
enthusiastic about women in public accounting” 
(p. 6). The view most frequently expressed was 
that “so long as they could obtain men accoun- 
tants, they were reluctant to engage women ac- 
countants. They cited the limited usefulness of 
women to them in out-of-town travel and inven- 
tory work and the personnel turnover problem 
which women often create” (p. 7). 


Men and women CPAs who were interviewed 
held largely divergent opinions, with most of the 
men believing that the strains of the profession 
were not suited for women. Some of the women 
who had been successful in passing the CPA 
examination reported rebuffs by public account- 
ing firms and resistance in obtaining the practi- 
cal experience requirement. In Rayburn’s 1971 
survey, 41% of the women did not feel com- 
pletely accepted in their assignments, noting 
that most of the opposition came from the 
profession itself, not clients (Rayburn, 1971, 
pp. 55-56). 

Due to the difficulty in attaining public experi- 
ence in CPA firms, it was suggested that women 
pursue government field auditing as some states 
accepted this work for fulfilling the experience 
requirement. Yet opportunities for women were 
restricted in this sphere as well, as certain 
governmental agencies had the legal right to 
specify the sex desired, and agencies stated a 
preference for men in the majority of army audit, 
air force audit and navy audit positions, includ- 
ing national offices. The U.S. General Accounting 
Office also permitted departments or offices the 
legal right to specify the sex desired, and Inter- 
nal Revenue Service announcements were di- 
rected solely to men (Brandon, 1964). 

Sandstrom warned that women had made lit- 
tle progress in the 1950s and early 1960s in pro- 


“HERSTORY” IN ACCOUNTING 


fessional supervisory and executive positions. 
Although women had increasingly been admit- 
ted to accounting, law and medical professions, 
their status was decreasing. Hiring practices for 
positions such as principals of schools, hospital 
administrators and hospital accountants were 
replacing women with men (Sandstrom, 1963). 
Salaries for these positions were previously unat- 
tractive to men, yet recent increases in compen- 
sation in these fields motivated men’s entry. 
Sandstrom criticized women for not updating 
themselves professionally and for an “ailment” 
termed “temporaryitis”. This did not refer to the 
turnover among women or job hopping, but an 
attitude that might only be subconscious, that 
employment is secondary to family (p. 4). 
Sandstrom asserted women should act responsi- 
bly by enrolling in continuing education pro- 
grams and by maintaining professional creden- 
tials in order to be qualified to compete with 
men. 

Placing blame solely on women ignores the 
complexities of social relationships, and the 
socialization and normal role assumed for 
women during this period. Among the difficul- 
ties confronting women at this time it was 
argued, “business women must attempt to over- 
come the stereotype of the emotional woman. .. 
Women must lean over backwards to be sure 
that they retain their objectivity at all times, and, 
if need be, they must develop a thick skin ... 
They must devote themselves to reshaping the 
image of the woman worker as one emotionally 
equipped to stand the pressures equally as well 
as a man” (Sandstrom, 1963, p. 13). 

Changing roles and reshaping images would 
be difficult. A New York Times article during the 
period recognized, “Women are not by nature 
denied the ability to think creatively and 
abstractly. It is rather that this ability is unpopu- 
lar with women because [women with these 
abilities are] unpopular with men” 
(Sandstrom, 1963, p. 13). Discrimination against 
women included society’s negative attitude to- 
wards women who strived for supervisory posi- 
tions, who wished to create in abstract terms, 
and who believed in equal access for employ- 
ment and earnings. Women colluded in their 
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own oppression by preferring the advice of men, 
by preferring to work for a man, and believing 
even if women were executives that they were 
responsible to a man (p. 13). 

Tyra placed blame on the profession, not indi- 
vidual women, for the limited opportunities for 
women. Although the 1960s marked “a feeling of 
social responsibility, particularly the need for 
bringing more black people in the profession 

. Discrimination against women in public 
accounting has prevailed for a long time ... 
equal opportunities do not truly exist at this 
time” (Tyra, 1969, p. 28). 

Regardless of capabilities, cautioned Tyra, the 
female accounting undergraduate discovered 
early in her career that her professional qualifi- 
cations were frequently less important than her 
sex, with many accounting firms not hiring 
women with excellent qualifications because of 


their sex. When women were hired, monthly 
Starting salaries were often $100 or more 
below that of a male with the same background, 
and over the years of employment the difference 
in pay was likely to increase. “Woman account- 
ants are sometimes told at the time of their 
employment that they will never be promoted 
to supervisor or manager and that their sex 
makes them unsuitable for a partnership” (Tyra, 
1969, p. 28; Rayburn, 1971). Work experience 
and job satisfaction was restrained for women 
as female CPAs tended to receive less challeng- 
ing assignments than male counterparts. 

During the 1960s struggle for racial equality 
there were frequently bitter controversies re- 
garding equal opportunities, resulting in legisla- 
tive activity by the U.S. Congress. Between 1960 
and 1980 a number of these acts impacted on 
women’s employment opportunities. The Civil 
Rights Act of 1964, was passed with Title VII as 
an amendment, to include sex as an additional 
prohibited category on which employment dis- 
crimination could be based. 

Title VII prohibits employers with 15 or 
more employees from discriminating against a 
person ina hiring, promotion, or termination de- 
cisions on the basis of race, color, sex or national 
origin. The law prohibits, for example, an 
employer who does not hire women accoun- 
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tants because clients feel uncomfortable dealing 
with women, or an employer who pays women 
accountants lower salaries than men doing the 
same job for the same period of time (Weisel, 
1988). The courts extended the sphere of the 
statute beyond this type of discrimination, label- 
ed disparate treatment (intentional discrimina- 
tion) to disparate impact. A qualification which 
appeared neutral (height, weight) having a grea- 
ter impact on eliminating women from employ- 
ment opportunities is also prohibited. A 1972 
amendment to Title VII strengthened its im- 
plementation by providing jurisdiction for the 
Equal Employment Opportunity Commission 
(EEOC) to bring action for women. In 1978, 
Title VII was amended by the Pregnancy Act, 
prohibiting discrimination based on pregnancy. 
It should be noted that the largest single 
employer of women — the Federal Government 
— is not subject to the discrimination legislation 
set by Title VII (however, state statutes and other 
legislative acts offer some protection for these 
female employees). 

Despite statutes prohibiting discrimination, 
Dubke’s study in 1969 of 3093 members of the 
AWSCPA/AWSA, examining employment, earn- 
ings, education, and demography, found wage 
discrimination between male and female 
employees of equal rank (Dubke, 1969), A 1974 
survey of women accountants, undertaken in 
order to assess the impact of the Fair Employ- 
ment Practices Act (FEPA) of 1964, noted that 
women were making slow inroads into the super- 
visory level of accounting. Of the 411 responses, 
46% affirmed that sexist discrimination existed 
within their firms regarding initial hiring salaries 
and 45% noted job assignment discrimination. 
Relating to seniority salaries and promotional 
opportunities, 49% responded there was salary 
discrimination after five years with a firm, and 
56% responded that their firms discriminated in 
favor of men when it came time for promotion 
(Barcelona et al., 1975). Age of the respondent 
was not a relevant factor in ranking discrimina- 
tion, and a recurrent expression of dissatisfac- 
tion was that women needed to prove superior 
ability day after day, while “Men are still com- 
pletely accepted even if average” (p. 5). 
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Another assessment of the status of women in 
relation to affirmative action programs revealed 
little evidence of any major progress (Paperman 
& Aumiller, 1978). Discrimination in supervis- 
ory positions and in earnings was widespread in 
both industry and governmental positions, with 
38% of respondents attributing lack of advance- 
ment to the stereotyped role of women or pre- 
judice (Paperman & Aumiller, 1978, p. 10). 

By 1979, 34% of all accountants and auditors 
were women, yet the earnings ratio, female to 
male, was 0.60, as reported by the Census 
Bureau (Pear, 1987). Although women were in- 
creasingly hired, discrimination had shifted to 
the area of promotion. One firm responded 
there were no women partners because “it was 
waiting for the right one to come along” (Rankin, 
1978, p. 59). Throughout the late 1960s and 
1970s, numerous questionnaires and surveys 
confirmed the existence of discrimination, but 
failed to isolate its causes (Paperman & Aumiller, 
1978; Rayburn, 1971; Walkup & Fenzau, 1980; 
Melcher & Welker, 1980). 


The 1980s 

By 1980, women represented between 35% 
and 50% of all new employees in public ac- 
counting, but promotions, training, respon- 
sibilities, influence, and wages were allocated 
disproportionately between women and men. 
Few women held the position of partner. In one 
Big Eight accounting firm, only 2%, 44 out of 
2125, were women (Fisher, 1987). In 1983, the 
Big Eight Accounting Firms had about 6000 
partners, and only 62 women partners (Gould, 
1983, p. 160). A Census Bureau report indicat- 
ing that in 1986 women represented 45% of all 
accountants and auditors, also revealed that the 
earnings ratio of female to male was 72% (Pear, 
1987). Although advances had been achieved, 
the Census Bureau found “large differences” in 
the earnings of men and women. Women witha 
continuous work history earned, on average, 
69% of what men received (over a range of oc- 
cupations) (Pear, 1987). 

During the first year of employment, the turn- 
over rate for female and male auditors is approx- 
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imately the same; however, by the third year the 
rate for women is nearly twice what it is for men 
(Konstans & Ferris, 1981, p. 14). Evidence 
suggests females leave because of job dissatisfac- 
tion (at various levels) and not personal reasons, 
such as marriage or children (Walkup & Fenzau, 
1980; Konstans & Ferris, 1981; Reed & Kratch- 
man, 1990; Wescott & Seiler, 1986). A study by 
the American Women’s Society of CPAs re- 
ported the three reasons given most frequently 
by women for leaving public accounting were: 
long overtime hours, inadequate training for fu- 
ture responsibilities, and better professional op- 
portunities elsewhere. In contrast, three reasons 
frequently used to argue against hiring women 
— to have children, husband transferred, and 
marriage, appeared last on the list — 7%, 3%, 
and 2%, respectively (Wescott & Seiler, 1986, 
pp. 75-76). 

The speculation that women are not willing to 
work long hours, in unpleasant circumstances, 
and suffer the separation from friends and family, 
has been countered in a study by Reed & Kratch- 
man (1990), who assert that female accountants 
“reported no less work involvement than did 
males with similar personal circumstances” (p. 
26). Job dissatisfaction arises because of con- 
tinued prejudices (subtle or overt) or an- 
tiquated attitudes about females traveling with 
males, and client hostility to female auditors 
(Siberski, 1981). Thus, high turnover becomes a 
self-fulfilling prophecy as women leave account- 
ing firms to seek better opportunities and more 
challenging work environments (Wescott & 
Seiler, 1986, p. 76). 

A growing recognition of the institutionalized 
nature of discrimination has led to calls for com- 
pensation to be based on comparable worth 
(“equal pay for equal work”)? (Maahs et al., 
1985). Other researchers question the ability of 
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women to compete equally, due to the differen- 
tial preparation that women pursuing account- 
ing careers receive, in comparison to their male 
counterparts (Marquette & Lieberman, 1988). 
However, the overall assessment by Dahl & 
Hooks is “the obvious fact that women accoun- 
tants are here to stay” (Dahl & Hooks, 1984, p. 
108). Based on the previous historical account, 
and the theories presented earlier, how are we 
to interpret the current status of women in rela- 
tion to past failures in overcoming discrimina- 
tion in order to assess the future? 


Linking theory and history 

Individualist-liberal theorizing would see the 
current prominence of women in professions as 
the inevitable outcome of the struggle to right 
previous injustices, consistent with their faith in 
the social structure. A pluralist society does not 
allow one class or group to dominate its interest 
for any extended period. Women have asserted 
their democratic rights, and have achieved their 
rightful place in equal access to accountancy. 
Legislation prohibiting discrimination illustrates 
the system’s capability of correcting moral 
wrongs. The future struggles for women will be 
those of fine tuning the system, e.g. access to 
managerial and partnership positions, the im- 
plementation of day care programs, more part- 
time and flexible time work schedules for 
women. In the next decade the needs of women 
— balancing career and family — will be at- 
tended to. 

Socialist feminists would interpret the entry 
and exit of women into wage labor as part of the 
particular historical juncture of capitalist. soci- 
ety. The influx of women during war and other 
periods, and the subsequent shrinkage, confirms 
labor process theories that women serve as an 


8 Equal pay for work of equal value has not been a panacea against discrimination, in part because of the use of job evaluation 
reports. These formal job evaluation schemes contain features resulting in “gender bias”. In design (in the writing of the pos- 
ition description) and implementation (the evaluation process itself) there is a systematic undervaluing of the work that 
women traditionally perform relative to that which men traditionally perform (Burton, 1987c, 1987a, p. 31 listing numerous 
studies). Indirect discrimination is the outcome of non-neutral evaluation schemes which give higher evaluation to looking 
after material assets than looking after people; more attention is given to physical than mental effort; and when formal creden- 
tials are evaluated more highly than qualifications developed outside formal educational institutions (Burton, 1987a, p. 115, 


1987b; Hartmann & Trieman, 1983; Hawkesworth, 1984). 
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“industrial reserve army”, facilitating the ap- 
propriation of surplus value. In contrast to 
necessity of employing women (in all spheres of 
work) during the 1940s, the 1950s represented 
a crises of overproduction and underconsump- 
tion for advanced capitalist society. Part of the 
solution was a new role for women. Disenfranch- 
ized from the labor market, women could serve 
as consumers advancing a consumptive social 
ideology, lubricating the booming economy in 
the 1950s and 1960s, and expanding productive 
capacity. The competitive environment con- 
fronting accounting firms in the 1980s (Berns- 
tein, 1978; Klott, 1984; Ricks & Berton, 1988) 
and other economic pressures have resulted ina 
redeployment of women — at lower wages, 
(72% of men’s wages) and as a means of extract- 
ing greater profits for the firms. 

Contrasting the individualist-liberal view that 
women’s rights have been sanctioned in equal 
employment legislative, socialist feminists rec- 
ognize that laws do not change the nature of 
class struggle, nor the institutions and structures 
of society maintaining this struggle. The legal 
system, created to protect private property 
rights and a mechanism for expressing and 
legitimizing capitalist ideology cannot change 
the alienating and oppressive nature of society 
(although laws may serve to expose and even 
promote potential ideological shifts). 

Socialist feminists recognize the class and in- 
ternational issues characteristic of the current 
competitive environment, asserting that increas- 
ingly impoverished underdeveloped countries 
and global interdependencies have been par- 
ticularly harsh and exploitative of women. The 
increasing deployment of women is not predi- 
cated on humanitarian enlightenment as liberal 
individualists might assert. Rather, it illustrates 
accounting firm’s attempt to appropriate surplus 
value by reducing wage costs. Women’s entry 
into the market also illustrates the crises in fam- 
ily income. Capital’s failure to sustain male in- 
come, which has been reduced in real wage 
terms, pushes women into the labor market in 
order to maintain family income (Kessler-Harris, 
1986; Milkman, 1983; Cook, 1988). 

Some of these views would be shared with 
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radical feminists. They would agree that the cur- 
rent distribution of wages exemplifies how 
women are exploited, noting the distribution 
perpetuates economic and social dependencies 
for women. Contemporary work patterns con- 
firm that women’s rights over resources are sub- 
ordinate to those of men. By restricting access to 
decision making positions, the work place and 
social structure continue to be reconstituted 
along patriarchal values. Females aspiring to- 
wards powerful roles in organizations must 
accept and perpetuate roles, values and hierar- 
chies conceived without female input, i.e. a role 
model “to be like men”. Success continues to be 
defined in patriarchal terms within and outside 
the firm, and important decisions (educational, 
distributional) are rarely delegated to women. 
Thus, opportunities for changing work struc- 
tures, redefining work (housework, child care, 
wage labor) and critically reappraising beliefs, 
remain limited. The perpetuation of repressive 
gender roles at work, in the home and in other 
spheres of life reveals the superficiality of claims 
that women have “made it” in the 1980s. 


CONCLUSIONS 


Three levels of discrimination against women 
persist today, and in the past century the ac- 
counting profession has contributed in degrees 
to each of these forms of oppression. Economic 
deprivation, in which women are denied access 
to means of substinence, is the most severe of 
these forms. Economic deprivation is more pre- 
valent in less developed and developing coun- 
tries today, although studies reveal that alarm- 
ing proportions of women and children in the 
U.S. are near the poverty level (Cook, 1988). 
This study reveals that the accounting profes- 
sion, since the early 1900s, contributed to 
economic hardships for U.S. women by denying 
them the right of entry. 

Socio-economic hierarchies are a second cate- 
gory of discrimination enacted through an array 
of differential treatment and practices. Job as- 
signments, career development programs and 
job classification schemes in which female domi- 
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nated professions earn lower wages than male 
dominated professions are illustrative. Research 
indicates these differences exist despite equal 
job demands (level of skill, education, responsi- 
bility, and technical proficiency). Estimates that 
80% of work activity is sex-segregated, meaning 
women working with women, and men working 
with men, indicates that a significant proportion 
of the work place precludes sexual “mixity” (in- 
tegration). 

Included in this second category of discrimi- 
nation are practices discouraging or preventing 
women’s access to work: lack of child support 
and family planning by businesses and account- 
ing firms, and the absence of paternity leave pro- 
visions (the U.S. remains the only industrialized 
country not having institutionalized paternity 
leave and child care programs). Recent studies 
indicate that when women enter the work force, 
the amount of time men contribute to house- 
hold responsibilities increases by only minutes 
per week (Cook, 1988). 

The last level is ideological — the in- 
stitutionalized set of norms and social practices 
sustaining class struggles and repressive gender 
roles. These alienating social relationships pre- 
vent women and men from achieving full roles 
and potentials. The proliferation of books guid- 
ing women on how to be more like men to suc- 
ceed in corporate America — how to dress, 
speak, and act in a “sexless” manner to insure ad- 
vancement — debases both men and women, 
and ascribes responsibility for change solely to 
the individual. By ignoring the prior setting of 
gender roles and the institutionalized origins of 
role models, individualist-feminists fail to ad- 
dress the broader changes that will be necessary 
for women to participate on new terms within 
organizations.” Unless notions of work value and 
role expectations are reassessed and altered, dis- 
crimination will persist. 

To socially impose on women low expecta- 
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tions and to narrowly and repressively define the 
role of women according to sex, not ability, ap- 
titude, or curiosity, debilitates a person’s visions 
and skills. Socialist and radical feminists, recog- 
nizing that individual aspirations are rooted in 
the ideology and consciousness in everyday ex- 
perience, acknowledge the need for far reaching 
changes in ideological positions. Legislation pro- 
hibiting discriminatory practices, requiring pay 
equity, and implementing federal child care 
policies, are desirable economically as well as 
ideologically — as an expression of public policy 
they may serve as a collective stance and com- 
mitment to new values, extending beyond indi- 
vidualist solutions. 

This review of women in accounting comple- 
ments the socialist feminist prescription that fac- 
tors such as class, alienation, ideology, and econ- 
omic crises explain women’s changing role in 
society (in professions, in the media, at home, as 
consumers, and at “work” — recognizing dis- 
putes regarding payment for labor in the home). 
Socialist feminism makes a major contribution 
regarding female employment patterns by 
analysing and disputing the assertion, time and 
again, that women have succeeded in the work- 
place i.e. they have “made it”. As the theory as- 
serts, and as this study reveals, practices that are 
detrimental to women are periodically re-estab- 
lished at junctures of economic and social crises 
in order to preserve the interests of other 
groups. As with wage labor, women are granted 
temporary concessions yet without securing the 
means of production, without access to power- 
ful ideological structures and without political 
influence, these concessions can be easily with- 
drawn. 

Although the present study is unable to assert 
the radical feminist claim that sex is primary 
over social structure, the study supports recom- 
mendations by these researchers (and socialist 
feminists), that critically appraising and redefin- 


? An example of stereotypes and discriminatory practices is the recent lawsuit between Price Waterhouse & Co. and Ann 
Hopkins, a manager at the firm. Ms Hopkins claimed her client base and performance for the firm would have secured her 
a partnership position if she was a man, but she had been the victim of sex discrimination. Her behavior was considered 
too masculine, thus members of her review committee offered suggestions to improve her chances at the firm: she should 
go to charm school, wear jewelry and make up, and walk like a lady. These standards would be considered disparate treat- 


ment under the law (Weisel, 1988). 
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ing roles and values is necessary for insuring opportunities. For many women and men oppor- 
emancipation for women. The Jack of any signifi- tunity includes redefining work values and 
cant change in the contemporary social struc- hierarchies, not short term individual advances, 
ture of society during the current expanded imposing a far greater challenge to the profes- 
entry of women into the profession forbodes sion than it currently aspires to. 

future hardships for females seeking professional 


BIBLIOGRAPHY 


The Accountant, The Profession in Scotland (February 25, 1911) pp. 319-324. 

The Accountant, Women and the Professions I (July 12, 1913a) pp. 30-32. 

The Accountant, Women and the Professions II (July 19, 1913b) pp. 79-82. 

The Accountant, The Admission of Women into the Profession (January 23, 1915) pp. 127—129. 

The Accountant, Accountancy in Scotland and Women (May 13, 1916) pp. 545-547. 

The Accountant, Women Accountants (November 2, 1918) pp. 233—234. 

Adams, E. K., Professional Workers (New York: Macmillan Company, 1921). 

Allen, K, The Dynamics of Professionalisation: the Australian Accountancy Profession 1953-1985, 
Masters Thesis, Griffith University (1988). 

Althusser, L., Ideology and Ideological State Apparatus, in Lenin and Philosophy and Other Essays 
(London: Allen Lane, 1971). 

Althusser, L., Essays in Self Criticism (London: New Left Books, 1976). 

Armstrong, P., Changing Management Control Strategies: the Role of Competition Between Accountancy 
and Other Organizational Professions, Accounting, Organizations and Society (1985) pp. 129-148. 

Armstrong, P., The Rise of Accounting Controls in British Capitalist Enterprises, Accounting, 
Organizations and Society (1987) pp. 415—436. 

Arrington, C. E. & Francis, J. R., Letting the Chat Out of the Bag: Deconstruction, Privilege, and Accounting 
Research, Accounting, Organizations and Society (1989) pp. 1—24. 

Association of Certified & Corporate Accountants, Fifty Years: the Story of the Association of Certified 
and Corporate Accountant 1904-1954 (London, 1954). 

Barcelona, C., Lelievre, T. & Lelievre, C., Women in Accounting: Eddies and Midstream Currents, The 
Woman C.P.A. (January 1975) pp. 3—6, 30. 

Bell, S., And We Are Not Saved: the Elusive Quest for Racial Justice (New York: Basic Books, 1987). 

Beno, B., Job Classification Systems and Women’s Wages: the Institutionalization of Discrimination, 
supported by the National Academy of Sciences and National Research Council, Working Paper, Vista 
College (1988). 

Bernstein, P., Competition Comes to Accounting, Fortune (July 17, 1978). 

Berkin, C. R. & Norton, M. B. (eds), Women in America: a History (Boston, MA: Houghton Mifflin, 1979). 

Bird, C., Enterprising Women (New York: Norton, 1976). 

Borisoff, D. & Merrill, L., The Power to Communicate: Gender Differences as Barriers (Prospect Heights, 
IL: Waveland Press, 1985). 

Bouchier, D., The Feminist Challenge: the Movement for Women’s Liberation in Britain and the USA 
(London: Macmillan Press, 1983). 

Boulding, E., The Underside of History (Boulder, CO: Westview Press, 1976). 

Brandon, D., Public Accounting — and Opportunities for Women in It, The Woman CPA. (April, 1964) 
pp. 5-9. 

Burrell, G., No Accounting For Sexuality, Accounting, Organizations and Society (1987) pp. 89-101. 

Burton, C., Women’s Worth: Pay Equity and Job Evaluation in Australia (Canberra: Australian 
Government Publishing Service, 1987a). 

Burton, C., Merit and Gender: Organization and the Mobilisation of Masculine Bias, Australian Journal of 
Social Issues (May 1987b) pp. 424—435. 

Burton, C., A Sociological Assessment of an Administrative Process: Job Evaluation Systems and Pay 
Equity, The Annual Conference of the Sociological Association of Australia and New Zealand, Sydney 
(1987c). 


“HERSTORY” IN ACCOUNTING 


Carey, J, Women Accountants, The Woman CP.A. (October 1942) pp. 67—68. 

The Certified Public Accountant, Women Make Good in Accounting Jobs (January 1943) pp. 6-7. 

Charvet, J., Feminism (London: Dent, 1982). 

Chevillard, N. & Leconte, S., The Dawn of Lineage Societies: the Origins of Women’s Oppression, in 
Coontz, S. & Henderson, P. (eds), Women’s Work, Men’s Property: the Origins of Gender & Class pp. 
76-107 (London: Verso, 1986). 

Ciancanelli, P., Exchange, Reproduction and Sex Subordination Among the Kikuyu of East Africa, The 
Review of Radical Political Economics (Summer 1980) pp. 25-36. 

Ciancanelli, P. & Berch, B., Hierarchy and Housework: Economists Analyse Gender Stratification, Working 
Paper, Department of Economics, Barnard College/Columbia University (August 1986). 

Ciancanelli, P., Galihofer, S., Humphrey, C. & Kirkham, L, Women in Accounting in the U.K, Critical 
Perspectives on Accounting, 1, No. 2 (1990). 

Clark, A., Working Life of Women in the Seventeenth Century (1919 Reprint) (New York: A. M. Kelly, 
1968). 

Cockburn, C., The Material of Male Power, Feminist Review (October 1981) pp. 41—58. 

Cole, K. C., The Psychology of Affirmative Action, Discover Magazine (1985). 

Cook, A. H., Comparable Worth: Recent Developments in Selected States, Labor Law Journal (August 
1983) pp. 494—504. 

Cook, A. H., Unions: Are They Keeping Up With Women, Opening Address: Women, Work and Family Life 
Conference (April 1988). 

Coontz, S. & Henderson, P. (eds), Women’s Work, Men’s Property: the Origins of Gender & Class 
(London: Verso, 1986). 

Coward, R., Patriarchal Precedents: Sexuality and Social Relations (London: Routledge & Kegan Paul, 
1983). 

Coward, R. & Ellis, J., Language and Materialism (London: Routledge & Kegan Paul, 1977). 

Crompton, R., Gender and Accountancy: a Response To Tinker and Neimark, Accounting, Organizations 
and Society (1987) pp. 103—110. 

Crompton, R. & Mann, M. (eds), Gender and Stratification (Cambridge: Polity Press, 1986). 

Cronon, E., Black Moses: The Story of Marcus Garvey and the Universal Negro Improvement Association 
(Madison: University of Wisconsin Press, 1955). 

Dahl, S. J. & Hooks, K. L., Women Accountants in a Changing Profession, The Journal of Accountancy 
(December 1984) pp. 108-116. 

De Beauvoir, S., The Second Sex (New York: Vintage Books, 1974) (originally published in France by 
Librairie Gallimard, 1949). 

Derrida, J., Of Grammatology (trans. by Gayatri Chakravorty) (Baltimore, MD: Spivak, 1976). 

Derrida, J., Writing and Difference (trans. Alan Bass) (Chicago, IL: Chicago University Press, 1978). 

Dex, S., The Sexual Division of Work: Conceptual Revolutions in the Social Sciences (Brighton, Sussex: 
Harvester Press, 1985). 

Dimmer, G., The President’s Column, The Woman C.P.A. (October 1942) p. 61. 

Dimmer, G., The President’s Column, The Woman C.P.A. (April 1943) pp. 93—94. 

Doerr, V., Employment Opportunities for Women in Business in the Post-War Period, The Woman C.P.A. 
(August 1942) p. 54. 

Dubke, M. E., Profile of Women Accountants, 1968, The Woman C.P.A. (July 1969) pp. 5—11, 19. 

Eastman, E. L., Speaking of “Figgers”, The Certified Public Accountant (May 1929) pp. 139—140, 152. 

Eastman, E. L, Women in Accounting, The Certified Public Accountant (June 1934) pp. 370-371. 

Edwards, R. S., Contested Terrain: the Transformation of the Workplace in the Twentieth Century 
(London: Heinemann, 1979). 

Ehrenreich, B. & English, D., Witches, Midwives and Nurses: a History of Women Healers (New York: The 
Feminist Press, 1976). 

Ellis, G. P., Auditing Under War Conditions, The Journal of Accountancy (August 1943) pp. 133-146. 

Ferraro, G., Bridging the Wage Gap: Pay Equity and Job Evaluations, American Psychologist (1984) pp. 
1166-1170. ‘ 

Fisher, A., Where Women Are Succeeding, Fortune Magazine (August 3, 1987) pp. 78-86. 

French, M., Beyond Power: On Women, Men & Morals (London: Abacus, 1986). 

Friedan, B., The Feminist Mystique (New York: Norton, 1963). 

Friedan, B., How to Get the Women’s Movement Moving Again, New York Times Magazine (November 3, 
1985). 


281 


282 


CHERYL R. LEHMAN 


Gallhofer, S. & Haslam, J., The Aura of the Published Accounting Report in the Context of a Crises 
Situation: Germany and Developments in the First World War, Working Paper, London School of 
Economics (1988). 

Gibb, M., The Place Women Occupy In the Accounting Profession, Journal of Accountancy (October 
. 1945) pp. 502-503. 

Gildea, M. C., Women’s Place in Accounting, The Illinois Certified Public Accountant (March 1952) pp. 
48-52. 

Gilligan, C., In a Different Voice: Psychological Theory and Women 's Development (Boston, MA: Harvard 
University Press, 1982). 

Goldin, C., The Earnings Gap in Historical Perspective, in Comparable Worth: Issue for the 80s (US. 
Commission on Civil Rights, June 6-7, 1984). 

Gould, C., One Percent of the Big Eight, Working Woman (November, 1983) pp. 160-163. 

Gourvish, T., The Rise of the Professions, in Gourvish, T.R. & O’Day, A. (eds), Later Victorian Britain, 
1867-1900, pp.13—35 (New York: St. Martin’s Press, 1988). 

Gramsci, A., Selection from the Prison Notebooks (London: Lawrence & Wishart, 1971). 

Groneman, C. & Norton, M. B. (eds), To Toil the Livelong Day: Women at Work 1780-1980 (ithaca, 
Cornell University Press, 1987). 

Haley, A. (ed.), The Autobiography of Malcolm X (New York: Grove Press, 1964). 

Hall, S., Popular Democratic versus Authoritarian Popularism, in Hunt, A. (ed.), Marxism and Democracy 
(London: Lawrence & Wishart, 1980). 

Hall, S., The Rediscovery of Ideology: Return of the Repressed in Media Studies, in Gurevitch, M., Bennett, 
T., Curran, J. & Woollacott, J. (eds), Culture, Society and Media, pp. 56-90 (London: Methuen, 1982). 

Hall, S., Critcher, C., Jefferson, T., Clarke, J. & Roberts, B., Policing the Crisis: Mugging, the State, and Law 
and Order (London: Macmillan, 1978). 

Harrison, J., The Political Economy of Housework, Bulletin of the Conference of Socialist Economists 
(1973) pp. 35-51. 

Hartmann, H., Capitalism, Patriarchy and Job Segregation, in Blaxall, M. & Reagan, B. (eds), Women and 
the Workplace: The Implications of Organizational Segregation, pp. 137-169 (Chicago, IL: Chicago 
University Press, 1976). 

Hartmann, H. & Treiman, D., Notes on the NAS Study on Equal Pay for Jobs of Equal Value, Public 
Personnel Management (Winter 1983) pp. 404-417. 

Hawkesworth, M., The Affirmative Action Debate and Conflicting Conceptions of Individuality, Women’s 
Studies International Forum (1984) pp. 335-347. 

Hopwood, A., Accounting and Gender: an Introduction, Accounting, Organizations and Society (1987) 
pp. 65-69. 

Illich, L, Gender (New York: Pantheon Books, 1982). 

Jacquette, J., Power as Ideology: a Feminist Analysis, in J. Stiehm (ed.), Women’s Views of the Political 
World of Men (New York: Transnational Publishers, 1984). 

Jaggar, A., Feminist Politics and Human Nature (Brighton, Sussex: Harvester Press, 1983). 

Johnson, P, From Virginia Wolf to the Post Moderns: Developments in a Feminist Aesthetic, Radical 
Philosophy (1987) pp. 23-31. 

Jones, M. H., Fhe Young Woman and the Certified Public Accountant Profession, The Certified Public 
Accountant (November 1927) pp. 340-343. 

Joseph, G. & Lewis, J., Common Differences: Conflicts in Black & White Feminist Perspectives (South End 
Press: Boston, 1981). g 

The Journal of Accountancy, Women Public Accountants in Maryland (March 1909) p. 404. 

The Journal of Accountancy, Women in Accountancy (December 1923) pp. 443—445. 

The Journal of Accountancy, Women in Accounting (April 1942) pp. 295-296. 

The Journal of Accountancy, Women in Accounting (July 1942) p. 67. 

The Journal of Accountancy, Women in Public Accounting (May 1951) p. 675. 

Kaberry, P., Aboriginal Women: Sacred and Profane (London: Routledge & Kegan Paul, 1939). 

Kanter, R., The Impact of Organizational Structure: Models and Methods for Change, in Ratner, R. 
Steinberg (ed.), Equal Employment Policy for Women (Philadelphia: Temple University Press, 1980). 

Keller, E. F., Reflections on Gender and Science (New Haven: Yale University Press, 1985). 

Kelly, J., oe Feminist Theory and the “Querelle des Femmes” 1400-1789, Signs (Autumn 1982) pp. 
4-28. 

Keobane, N., Speaking From Silence: Women and the Science of Politics, in Langland, E. & Grove, W. 


“HERSTORY” IN ACCOUNTING 


(eds), A Feminist Perspective in the Academy: the Difference It Makes (Chicago, IL: University of 
Chicago Press, 1981). 

Kessler-Harris, A., Women’s Wage Work as Myth and History, Labor History (1978) pp. 287-307. 

Kessler-Harris, A., Women Have Always Worked: an Historical Overview (New York: McGraw Hill, 
1981). 

Kessler-Harris, A., Out to Work: A History of Wage-Earning Women in the U.S. (Oxford: Oxford 
University Press, 1982). 

Kessler-Harris, A., Equal Employment Opportunity Commission v. Sears, Roebuck and Company: A 
Personal Account, Radical History Review (1986) pp. 57—79. 

Klott, G., Auditors Feel the Heat of Scrutiny, New York Times (May 13, 1984). 

Knights, D. & Willmott, H., Power and Identity in Theory and Practice, The Sociological Review (1985) 
pp. 22—46. 

Konstans, C. & Ferris, K., Female Turnover in Professional Accounting Firms: Some Preliminary Findings, 
The Michigan CPA (Winter, 1981) pp. 11-15. 

Langland, E. & Grove, W. (eds), A Feminist Perspective in the Academy: the Difference It Makes (Chicago, 
IL: University of Chicago Press, 1981). 

Lehman, C., The Importance of Being Ernest: Gender Conflict in Accounting, Advances in Public Interest 
Accounting (1990). 

Lehman, C., & Tinker, T., The “Real” Cultural Significance of Accounts, Accounting, Organizations and 
Society (1987) pp. 503—522. 

Leibowitz, L., In the Beginning ...: the Origins of the Sexual Division of Labour and the Development of 
the First Human Societies, in Coontz, S. & Henderson, P. (eds), Women’s Work, Men’s Property: the 
Origins of Gender & Class (London: Verso, 1986) pp. 43—75. 

Lerner, G., The Majority Finds Its Past (New York: Oxford University Press, 1979). 

Lerner, G., The Creation of Patriarchy (New York: Oxford University Press, 1986). 

Levi-Strauss, C., The Scope of Anthropology (London: Johnathan Cape, 1977). 

Levin, H., The Myth of the Golden Age in the Renaissance (Bloomington, IN: Indiana University Press, 
1969). 

Liszt, C., Opportunities for Women Accountants in the Federal Civil Service, The Woman C.P.A. (October 
1942) pp. 64-66. 

Maahs, D., Morrow, P. & McElroy, J., The Earnings Gap in the 1980s: Its Causes, Consequences and 
Prospects for Elimination, Tae Woman C.P.A. (January 1985) pp. 14-18. 

Macintosh, N. B., A ‘Multiple Paradigm’ Analysis of IBM’s Annual Reports: the Role of Women in the 
Workplace, Critical Perspectives’ on Organizations Conference, Baruch College, CUNY (September 
1985). 

Malinowski, B., The Family Among the Australian Aborigines (London: University of London Press, 
1913). 

Manicas, P., Accounting as a Human Science, Queens College, CUNY, Working Paper, 1989. 

Marquette, R. P. & Lieberman, A., Future Women Accountants: the Best and the Brightest —- or the Most 
Naive?, The Woman C.P.A. (October 1988) pp. 12-15. 

Maruani, M. & Nicole, C., Can Computerization Break Down Sexual Barriers, ASTON-UMIST Labor 
Process Conference, University of Birmingham, U.K. (1987). 

McIntyre, S., Women and the Law (Queens University, Kingston, Canada, 1987). 

McNamara, J., A New Song (New York: Haworth Press, 1983). 

Mead, M., Sex and Temperament in Three Primitive Societies (New York: William Morrow, 1935). 

Melcher, T. & Welker, R., Women in the Profession: an Appraisal, The Woman C.P.A. (October 1980) pp. 
18-23. 

Mendelsohn, L. E., A Woman’s Mind as Applied to Accountancy, The Journal of Accountancy (February 
1919) pp. 107—110. 

Miller, P. & O'Leary, T., Accounting and the Construction of the Governable Person, Accounting, 
Organizations and Society (1987) pp. 235-265. 

Milkman, R., State Power and Class Interest, New Left Review (March/April 1983) pp. 57-68. 

Milkos, J. von, J Took a War Job (New York: Simon and Schuster, 1943). 

Mitchell, J. & Oakley, A., The Rights and Wrongs of Women (Middlesex: Penguin Books, 1976). 

Moraga, C. & Anzaldua, G. (eds), This Bridge Called My Back: Writings By Radical Women of Color (New 
York: Kitchen Table: Women of Color Press, 1981). 

Neil, C. C. & Snizek, W. E., The Relative Impact of Organisational Characteristics and Sex-Role Attitudes 


283 


284 


CHERYL R. LEHMAN 


on Perceived Sex Discrimination in the Workplace, ASTON-UMIST Labor Process Conference, 
University of Birmingham, U.K. (1987). 

Nieva, V. & Gutek, B., Sex Effects on Evaluation, Academy of Management Review ( 1980) pp. 167—176. 

Oakley, A., Sex, Gender and Society (New York: Harper and Row, 1972). 

O'Leary, V. & Hanson, R., Trying Hurts Women, Helps Men: the Meaning of Effort, in Bernardin, H. J. (ed.), 
Women in the Workforce (New York: Praeger, 1982). 

Palen, J. M., The Position of the Woman Accountant in the Postwar Era, The Journal of Accountant Guly 
1945) pp. 27~30. 

Paperman, J. & Aumiller, W. aai For Women: Is the Trend Toward Equality an Illusion, The Woman 
CP.A. (January 1978) pp. 9~12. 

Pateman, C., The Shame of the Marriage Contract, in Stiehm, J. (ed.), Women’s Views of the Political 
World of Men (New York: Transnational Publishers, 1984). 

Pateman, C., The Sexual Contract (Stanford, CA: Stanford University Press, 1988). 

Pear, R., Women Reduce Lag in Earnings But Disparities With Men Remain, New York Times (September 4, 
1987). 

Previts, G. & Merino, B., A History of Accounting in America: an Historical Interpretation of the 
Cultural Significance of Accounting (New York: Wiley, 1979). 

Priester, G., Woman’s View of Accounting, The Accounting Forum (January 1940) pp. 35—36. 

Pushkin, R., Sex Role Identity and Career Success of Certified Public Accountants (University of West 
Virginia, 1987). 

Quire, C., Pioneers in Accounting, The Accounting Review (January 1947) pp. 74-79. 

Rankin, D., Women Accountants Are Scarcely Adding Up, Business and Society ae (Spring 1978) pp. 
59-61. 

Rayburn, L., Recruitment of Women Accountants, Journal of Accountancy (November 1971) pp. 51-57. 

Reed, S. & Kratchman, S. H., The Effects of Changing Role se aaa on Accountants, Advances in 
Public Interest Accounting (1990). 

Ricks, T, & Berton, L., SEC Denies Accounting Firms’ Request to Ease Ban on Broader Ties to Clients, New 
York Times (December 20, 1988). ' 

Robeson, P., Here I Stand (Boston, MA: Beacon Press, 1958). 

Roos, P. A., Hot-Metal to Electronic Composition: Gender, Technology, and Social Change (SUNY- 
Stonybrook, 1988), forthcoming in Reskin, B. F. & Roos, P. A. (eds), Gendered Work and Occupational 
Change (Philadelphia, PA: Temple University Press). 

Rosenbaum, J. E., Tournament Mobility: Career Patterns in a Corporation, Administrative Science 
Quarterly June 1979) pp. 220-241. 

Rossi, A. S. (ed.), J. $. Mill and Harriet Taylor: Essays on Sex Equality (Chicago, IL: University of Chicago 
Press, 1970). 

Rotella, E. J., From Home to Office: U.S. Women at Work, 1870-1930 (Michigan: UMI Research Press, 
1977). 

Rowbotham, S., Women, Resistance and Revolution (Middlesex: Penguin Books, 1972). 

Rowbotham, S., Hidden From History: Rediscovering Women in History From the Seventeenth Century 
to the Present (New York: Vantage Books, 1976). 

Rubin, G., The Traffic in Women: Note on the Political Edonon. of Sex, in Rayna Reiter (ed. ), Toward an 
Anthropology of Women (New York: Monthly Review Press, 1975). 

Sandstrom, A., Are We Keeping Pace, The Woman C.P.A. (October 1963) pp. 3—5, 13—14. 

Sen, G. & Grown, C., Development, Crises and Alternative Visions: Third World Women’s Perspectives 
(New York: Monthly Review Press, 1987). 

Shearer, T., Deconstruction, Feminism and Accounting Discourse, Conference on Accounting and The 
Humanities, University of Iowa Working Paper (1989). 

Siberski, P. A., Working One’s Way Up in a Local CPA Firm, Pennsylvania CPA Spokesman (November 
1981) pp. 10-13. 

Smirchic, L., Toward a Women Centred Organization Theory, University of Massachusetts-Amherst, for 
the Symposium on Women and Social Change, Academy of Management, San Diego (August 1985). 
Steinberg, R. J., Identifying Wage Discrimination and Implementing Pay Equity Adjustments, in 

Comparable Worth: Issue for the 80s (U.S. Commission on Civil Rights, June 6-7, 1984). 

Stiehm, J. (ed.), Women’s Views of the Political pone of Men (New York: Transnational Publishers, 
1984). 

Thomas, P., Role Conflicts in Public Accounting: Can Individual Vigilance Eradicate the Inequities?, 
Advances in Public Interest Accounting (1991). 


“HERSTORY” IN ACCOUNTING 


Tinker, T., Paper Prophets: A Social Critique of Accounting (New York: Praeger Publishers, 1985). 

Tinker, T., Lehman, C. & Neimark, M., Bookkeeping for Capitalism: The Mystery of Accounting for 
Unequal Exchange, in Mosco, V. & Wasko, T. (eds), The Political Economy of Information (Madison, 
WI: University of Wisconsin Press, 1988). 

Tinker, T. & Neimark, M., The Role of Annual Reports in Gender and Class Contradiction at General 
Motors: 1917-1976, Accounting, Organizations and Society (1987) pp. 71-88. 

Tyra, A. I., Letters to the Journal, The Journal of Accountancy (June 1969) p. 28. 

US. Commission on Civil Rights, Comparable Worth: Issue for the 80s (June 6-7, 1984). 

Walkup, M. & Fenzau, D., Woman CPAs: Why Do They Leave Public Accounting?, Tae Woman C.P.A. 
(October 1980) pp. 3-6. 

Weisel, M., Professional Women and Employment Discrimination: the Second Stage, Working Paper, 
Hofstra University (1988). 

Wescott, S. H. & Seiler, R. E., Women in the Accounting Profession (New York: Marcus Wiener 
Publishing, 1986). 

The Woman CP.A., Job Beckons Women (August 1942) p. 53. 

Zimmeck, M., Strategies and Stratagems For the Employment of Women in the British Civil Service, 1919- 
1939, The Historical Journal (1984) pp. 901-924. 


285 


Accounting, Organizations and Society, Vol. 17, No. 3/4, pp. 287—297, 1992. 


Printed in Great Britain 


0361-3682/92 $5.00+.00 
Pergamon Press plc 


INTEGRATING HERSTORY AND HISTORY IN ACCOUNTANCY* 


LINDA M. KIRKHAM 
Department of Accounting and Finance, University of Manchester 


Abstract 


‘This paper argues that Lehman's analysis of women’s oppression in the accountancy profession, whilst being 
an interesting addition to our current understandings of the historical development of the occupation of 
accountancy, neither challenges nor changes them. An integrative approach to the study of gender in 
accounting is advanced, whereby women’s oppression in the occupation of accountancy is analysed in terms 
of its interrelationship with the development of the profession itself. From such a perspective, issues such as 
the power and influence of the profession and the constitution of its knowledge base and techniques require 
re-examination in terms of gender. Only then, it is suggested, can we gain a fuller understanding of the 


development of accountancy practices and ideologies. 


To rewrite women’s history in accounting is no 
small task, though it is an important one. It 
involves the re-examination of historical social 
relations from a feminist perspective in order to 
reveal the meaning and place of women’s lives 
in accounting’s past. But a critical history of 
women in accounting is also concerned with 
the construction of comprehensive analyses of 
the institutions and practices of accounting 
which take gender-specific characteristics into 
account, and illuminating the ways in which 
accounting and societies have been shaped by 
the relations of power between men and 
women (see Editorial, Gender and History, 
1989). Lehman’s aim is to contribute to this 
research by exploring the mechanisms and 
obstacles which have excluded and restricted 
women’s’ advancement in the accounting pro- 
fession and to “contextualize” the history 
of female accountants within contemporary 
feminist theories. Her attempt to introduce a 
vast body of feminist literature, undertake an 
empirical study spanning some eighty years and 
two continents and locate her findings theore- 


tically is both the paper’s strength and its 
weakness. 

Recognizing the paucity of existing literature 
which explores accounting from a feminist 
perspective, Lehman provides a review of some 
of the major concepts in gender research and 
current theorizing by feminists in order to 
locate her own empirical work, and in so doing 
performs a useful and important service. She 
then embarks upon her historical analysis 
without committing herself to any particular 
theoretical position but returns to the question 
towards the end of the paper. The progress of 
women in terms of their representation amongst 
the membership of professional accountancy 
bodies, i.e. the ICAEW and the AIA, is docu- 
mented in relation to the resistance women 
encountered from the profession’s members 
and major economic and political develop- 
ments in society. On completing her historical 
analysis, she returns to the issue of feminist 
theory and argues that the experiences of 
women in accounting “complement” the social- 
ist feminist perspective wherein their changing 


* The author would like to acknowledge the helpful comments of Christopher Humphrey and Trevor Hopper on an earlier 


draft of this paper. 
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role in society can be explained by factors such 
as class, alienation, ideology and economic 
crisis. 

The paper’s major contribution lies in the 
revelation of a myriad of economic, political 
and ideological factors which have mediated 
women’s destiny in the accountancy profession. 
The empirical focus of the paper changes as it 
unfolds, beginning with some recognition of 
the significance of the professional nature of the 
accountancy profession and moving through 
legal debates concerning personhood and pro- 
perty rights, world wars, economic crises and 
equal rights legislation. Throughout these 
struggles the resistance to women’s entry is 
illustrated through extracts from professional 
journals such as The Accountant. These extracts 
illuminate the enduring ideological opposition 
which women have suffered and reveal the 
continuity as well as the changes in emphasis of 
the arguments which have been employed to 
sustain it. However, for the most part, berstory 
in accounting is recounted through the male 
discourse of professional accountancy which is 
contextualized within wider economic and 
political factors. Little attention is given to the 
relationship between the struggles and resis- 
tance of women themselves, for example in 
terms of the suffrage movement, and the 
discriminatory practices they encountered from 
the accountancy profession. Recognizing that 
any attempt to locate eighty years of women’s 
experience in the accountancy profession must 
be limited in terms of what it can reveal in one 
go, one must nevertheless question a rewriting 
of women’s history which ignores the major 
struggles of women themselves and how such 
struggles did or did not impact upon the 
resistance they encountered. 

Lehman identifies three major strands of fem- 
inist theorizing; individualist-liberal feminism, 
socialist feminism and radical feminism. These 
broad frameworks have been developed to 
explain general market relationships and societal 
structures and whilst such macro-theories are 
applicable at the level of the occupation or 
industry (Milkman, 1983), the significance and 
influence of the concepts they employ, such as 


LINDA M. KIRKHAM 


ideology and class, cannot be transposed un- 
critically from occupation to occupation. To do 
so is to lose sight of the underlying concepts 
such as “maleness” or “skill” which constitute 
and sustain them (Cockburn, 1988). To under- 
stand fully the significance of the mechanisms 
and obstacles employed by the accountancy 
profession will requie a deeper examination of 
the interplay between the ideology and class 
relations which oppress women at a societal 
level and those which are reflected in, and may 
serve to constitute, the profession itself. 

In short, I wish to suggest that the paper tells 
us a lot about the mechanisms which were 
employed to oppress women in the accounting 
profession but little about why such mechanisms 
were employed. Whilst Lehman does not neg- 
lect the importance of theory, the linkages 
which are made between the paper’s empirical 
account and feminist theory are overly general 
and somewhat abstracted from her own de- 
tailed analysis. She illustrates how different 
feminist perspectives would interpret her own 
empirical observations but introduces an alter- 
native theoretical framework, that of levels of 
discrimination, to draw her own conclusions. 
Consequently the relationship between feminist 
theories, women’s experiences in the account- 
ing profession and our understanding of the 
development of accounting as an occupation is 
articulated at a very general level and remains 
somewhat vague. However, I wish to stress that 
my discomfort with the paper lies not with the 
insights and broad conclusions which it draws, 
but rather with its own interpretation of its 
location within the feminist literature. In parti- 
cular, I will argue that the paper adds to our 
current understandings of the historical develop- 
ment of the accounting profession but neither 
challenges nor changes history in accounting. 

Walby (1988) identifies the impact of femin- 
ism on the development of the social sciences as 
being characterized by four stages or approaches. 
The first stage is the virtual total neglect of the 
social position of women, this includes treating 
the position and experiences of women as a 
brief aside or footnote. Such gender-blind 
analyses in the social sciences are often (though 
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not always) associated with assumptions of the 
biological basis of social differences between 
men and women. Secondly, there is a stage of 
criticism during which the failings and fallacies 
of neglecting the social position of women are 
exposed and the assumptions which underlay 
such an approach are reconstituted as research 
questions. For example, Hopwood (1987) ques- 
tions assumptions about the deterministic nature 
of sex differences in the division of labour in 
the accounting function by suggesting research 
into “the diverse rationales” underlying the 
demarcation between “the gentlemanly profes- 
sion and the mere (and usually female) clerk” 
(p. 67). The third stage identified by Walby is 
the additive one where the study of women is 
added onto the existing body of knowledge 
about men (Maynard, 1990). Literature of this 
nature tends to be of the “women and ...” 
variety and has tended to be applied to sub- 
areas of disciplines — for example, sociologists 
have studied women and education (Deem, 
1978; Walker & Barton, 1983), paid employ- 
ment (Cavendish, 1982; Pollert, 1981) and 
health (Oakley, 1980; Roberts, 1981). A number 
of contributions in this mode of research have 
recently begun to appear in the accounting 
literature (Ciancanelli et al., 1990; Silverstone 
& Williams, 1979; Westcott & Seiler, 1986) 
and, I would argue, Lehman’s paper falls into 
this category of research in that the experiences 
of women in relation to the accountancy 
` profession and its development are documen- 
ted in order to account for their previous 
omission (Oakley, 1989). 

Her story, as with much of the research in 
this additive mode can be seen as leading to or 
stimulating research of the fourth stage; the 
“full theoretical integration of the analysis of 
gender into the central questions of the discip- 
line itself” (Walby, 1988, p. 215). Just as, for 
example, the integration of sociological or 
philosophical theories has served to reconsti- 
tute the boundaries of accounting through a 
reassessment of both the research questions 
posed and methods used, so this fourth stage aims 
to penetrate our understandings of accounting in 
a more fundamental way (see Burrell, 1987; 
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Shearer, 1989; Tinker & Neimark, 1987). By 
moving towards an integrative analysis of 
gender and accounting we can begin to see 
how the development of the accountancy 
profession, not only its sexual composition, but 
also its knowledge and social practices, may be 
related to economic and social structures and 
ideologies in society through gender as well as 
other relations such as class (which themselves 
are not unrelated) (Crompton, 19872, b). 
Lehman’s paper is a positive contribution to 
our understanding of the extent and nature of 
the gendering of the accountancy profession, 
but lacks an integrative analysis which explores 
not only how and when women were excluded 
and obstructed from the accounting profession 
but also an articulation of how these factors 
related to the development and constitution of 
the profession itself. By moving beyond ques- 
tions of how the subordination of women is 
produced, maintained and changed, we arrive 
at questions about how gender is involved in 
structures and processes which have previously 
been conceived as being beyond or above 
gender (Acker, 1989). For example, we begin 
to question how the profession of accountancy 
might be gendered in terms of its knowledge 
base and definitions of skill and how such 
gendered concepts might relate to the in- 
fluence and power which accountants have 
come to assume. In this light, the comments 
which follow are an attempt to build upon the 
insights Lehman has revealed, to maintain the 
momentum she has begun and to move the 
debate a little further so that we might begin to 
explore the significance of gender in mediating 
the path, not only of women in the occupation 
of accounting, but also of the occupation itself. 


TOWARDS AN INTEGRATION OF HERSTORY 
AND HISTORY IN ACCOUNTANCY 


As Hopwood (1987) has pointed out, the 
study of gender has begun to influence the 
interrogation of a range of social practices and 
bodies of knowledge. For example, the study of 
medicine and the medical profession has been 
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interrogated from a gender perspective and has 
served to question where, how and by whom 
medical knowledge is produced (Oakley, 1984; 
Witz, 1986), what counts as knowledge 
(Ebrenreich & English, 1973; Oakley, 1976) 
and how the social practices associated with 
medical knowledge serve to reproduce gender 
relations (Aitken-Swan, 1979; Roberts, 1985; 
Scully, 1980) as well as identifying the strate- 
gies by which male supremacy has been built 
up and maintained within the medical profes- 
sion (Becker, 1961; Elston, 1977, 1980; Lober, 
1975, 1984; Witz, 1988; Young, 1981). The 
historical development of the medical pro- 
fession has been located as a sight of women’s 
oppression (Donnison, 1977). As men usurped 
positions of power and authority, it is suggested, 
they also came to influence and determine what 
we have come to accept as medical science. 
Such comprehensive questioning of accounting 
and the accountancy profession from a feminist 
perspective has only just begun (see, for 
example, Burrell, 1987; Crompton, 1987a; 
Shearer, 1989). It is not that accounting 
researchers have ignored issues relating to the 
constitution of accounting knowledge and the 
social practices associated with it; rather 
the concern is that such analyses have invari- 
ably been undertaken from a gender-blind or 
gender-neutral perspective. Where gender- 
aware accounts of accounting have begun to 
emerge, the concern is how such accounts do 
or might impinge upon some of our current 
understandings of the meaning and influence of 
accounting both as an occupation and as a body 
of knowledge. 

The alternative history provided by Lehman 
provides a means by which we can begin to 
integrate the literature on gender into our 
theoretical understandings of accounting. In 
particular, through understanding how women 
came to be seen as inappropriate for accoun- 
tancy we might begin to appreciate how the 
occupation of accountancy! came to be seen as 
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inappropriate for women, i.e. gendered male. In 
so doing we can begin to re-question the 
profession’s influence and power and the con- 
stitution of its knowledge basis in terms of 
gender relations. The development of the 
accountancy profession has been characterized 
by its increasing influence and power in 
organizations and society, a continually expand- 
ing membership (Armstrong, 1985, 1987; Loft, 
1986) and a changing sexual composition, but 
the interrelationships and dependencies between 
these areas of change have yet to be subjected 
to a detailed critique. It is not the intention 
here to tindertake this awesome task, but rather 
to illustrate how such a critique might be 
both illuminating and crucial to our under- 
standing of the development of the accountancy 
profession. 


Professional power, influence and gender 
The development and success of accountancy 
as an occupation has been attributed to various 
factors and influences both directly and in- 
directly. It has been linked to accounting’s 
functional role in a changing environment (Lee 
& Parker, 1979; Kaplan, 1984) and individual 
interests (Watts & Zimmerman, 1983). More 
recently, Armstrong (1985, 1987) has argued 
that the development and success of the 
occupation of accountancy is linked to the 
proximity of accountants to the “function of 
capital”. In seeking to account for the prom- 
inence of accountants and other financial 
experts relative to other professions in British 
industry, he argues that a key to understanding 
this is their success at developing strategies to 
control labour (Armstrong, 1985). Such control 
strategies are seen to be derived from the 
knowledge and techniques possessed by pro- 
fessions which compete with each other, in part 
through the monopolization of “esoteric in- 
determinate” aspects of professional practice 
(p. 145). This analysis, he argues, is consistent 
with a review of the relationships between the 


1 The discussion which follows will focus upon the professional occupation of accountancy as a particular part of the wider 
concept of accounting which covers a much broader array of social practices and bodies of knowledge. 
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strategies produced by the financial, personnel 
and engineering professions. 

Armstrong considers the significance of the 
knowledge bases of professions and the ideol- 
ogies which surround them from the perspec- 
tive of their ability to respond to crises in 
capitalism and monopolize crucial aspects of 
practice. But knowledge and ideologies are not 
independent of gender influences (Weedon, 
1987) although the significance and impact of 
gender may vary amongst and within bodies of 
knowledge. They may be gendered “male” or 
“female” in terms of both the people who 
control and practise them and the concepts and 
techniques they employ. 

Maleness has traditionally been associated 
with the physical sphere (Cockburn, 1988). 
Lehman illustrates how such masculine ideology 
was used to exclude women from the account- 
ing profession through claims of their physical 
unsuitability to the stresses and strains of the 
occupation associated with phenomena such as 
long hours and travel. In so doing, male 
ideology has made use of the hard/soft dicho- 
tomy to appropriate the physically demanding 
work of accountancy for masculinity. However, 
many of the tasks involved in accountancy are 
essentially non-physical. Such revelations are 
indicative of the contradictions inherent in sex- 
typing cerebral, desk-bound professions as 
male. Cockburn (1988) suggests that such 
contradictions are accommodated through the 
use of an alternative dichotomy, one which 
associates masculinity with rationality and the 
intellectual and femininity as the opposite — 
the irrational and the body.” The relatively 
small physical (or hard) component of accoun- 
tancy tasks suggests that not only the method of 
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work of the profession but also the conceptual- 
ization of its knowledge as rational, intellectual 
and technical was important in its constitution 
as a “male” occupation. 

Femaleness only exists in relation to male- 
ness; one presupposes the other (Cockburn, 
1981). To be sex-typed as male, accountancy 
lays claim to the “rational”, the technical, the 
logical and the objective and denies the 
legitimacy or applicability of the “opposite”. To 
acknowledge the “social”, the subjective and 
the human elements within the knowledge 
base and techniques developed and appropriated 
for the accountancy profession, is to confuse its 
gendering and qiestion the rewards and in- 
fluence which are allocated on patriarchal 
terms. Hence, the language and characteriza- 
tion of its knowledge must continue to exhibit 
maleness to maintain the male gendering of the 
occupation. As with other professions such as 
medicine (Witz, 1988), the identification of 
what is/isn’t important in accountancy and the 
demarcation of its knowledge basis may be 
gendered. What accountants have chosen to 
value and how they have valued it, have in the 
past been treated as genderless. However, the 
identification and definition of what might 
constitute a problem or a solution for account- 
ing might be seen to have been constrained by, 
and limited to, what can be rationalized in 
terms of objective criteria, which in turn have 
been influenced by the gendering of methods, 
knowledge and _ techniques.? Professional 
accountancy has been characterized by an 
emphasis on material production and economic 
value and a denial of responsibility for issues 
relating to the human condition. We must 
question how accounting knowledge itself is 


2 The powerful images which such concepts have come to assume are illustrated by the entries in Webster's New World 
Thesarus (1985) which includes the following entries for the terms “femininity” and “masculinity”: femininity, n. 1: [the 
quality of being female] — Syn. womanhood, femaleness, feminineness, femininity, muliebrity, womanliness, softness; see 
docility, gentleness 2, kindness 1. 2: [Effeminacy] — Syn. womanishness, un-manliness, effemaleness; see weakness 1. 
Masculinity, n. — Syn. virility, power, manliness; see manhood 2, strength 1. 


3 Oakley (1989) notes that in sociology, areas which are concerned with the status of quantitative data are particularly seen 


as, and treated as, male enterprises. 
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gendered male, not only the use and abuse of 
such knowledge in gender relations (McNeil, 
1987). 

Such analyses have been undertaken for 
other professions. For example, Legge (1987) 
explores the historical relationship between 
the characterization of personnel management 
and the gender relationships which constituted 
the profession, and suggests a link between the 
increased entry of men into the occupation and 
a shifting emphasis in its knowledge base from 
welfare to labour management (p. 41). She 
suggests that the identification of an ideological 
link between welfare, other personnel activities 
and efficiency served to increase the impor- 
tance of the occupation and, in turn, enhanced 
the power of those who practised it. The 
“professionalism” of the occupation of per- 
sonnel management has been represented as 
emerging through its “welfare image” and 
eventually being emancipated from it (Anthony 
& Crichton, 1969, p. 49). At various historical 
junctures men have replaced women personnel 
workers and gradually the female image of 
(welfare) personnel work was replaced and 
displaced in favour of one of labour manage- 
ment and industrial relations. The historical 
analysis of personnel management provided by 
Legge explores the gender relations which have 
characterized its development and the links 
between those relations and gendered concepts 
such as the female “welfare” and the male 
“efficiency” or management, and should be 
seen, not as additive, but as integrative to any 
understanding of the profession’s development. 
Such gender-aware accounts have been invisible 
in the accounts of the accountancy profession’s 
development. 

Although Armstrong (1985) identifies the 
potential significance of concepts such as 
welfare and labour management to U.K. per- 
sonnel specialists in developing strategies for 
controlling labour in competition with accoun- 
tants, he does not question how such concepts 
are gendered and thereby might contribute to 
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the “success” or otherwise of professional 
bodies of knowledge in competition with 
others. He points out that by the 1970s, the 
personnel profession had adapted its values to 
the market opportunities to such an extent 
that a concentration of efficiency appeared to 
have entirely submerged any concern with 
welfare (Watson, 1977). These developments 
coincided with a decline in the proportion of 
‘women in personnel which had fallen to just 
below 20% by 1970, compared to just below 
half in 1950 (Legge, 1987) and an almost 
exclusive female composition at its beginnings 
at the outbreak of the First World War (Niven, 
1967). In understanding the profession’s 
attempts and successes behind their exclu- 
sionary practices and demands for autonomy, 
it is mecessary to consider not only their 
ambition “to be numbered among the control- 
lers rather than the controlled” (Armstrong, 
1985, p. 133), but also the patriarchal struc- 
tures which privilege males in positions of 
control and the relationship of occupational 
ideologies to both internal and external gender 
relations. 

Control and power are linked concepts 
(Oakley, 1989) and have been largely assimil- 
ated into the accounting literature, but in- 
variably their use has referred to the analy- 
sis of political systems and industrial and 
labour relations. The incorporation of gender 
into the analysis opens up additional dimen- 
sions of power and inequality (Knights & 
Willmott, 1989; Maynard, 1990). A relationship 
between knowledge bases of professions, 
gender and power is suggested by Legge 
(1987) when she identifies how the decreasing 
emphasis on “welfare” in personnel was 
accompanied by a decline in the participa- 
tion of women relative to men and an increase 
in the power of the occupation of per- 
sonnel management. The abandonment of the 
“female” welfare ideology of personnel was 
bound up, not only with a decline in the 
proportion of women constituting the pro- 
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fession, but also with an accompanying 
increase in median salaries and powerful rela- 
tionships within organizational hierarchies 
(Legge, 1987, pp. 44-45). As the knowledge 
base and techniques of personnel management 
changed, so did the power relationships of the 
profession and the gender order. 

These insights into the development of the 
U.K. personnel occupation are recounted here 
as an illustration of the need to question 
accounts of the development of the account- 
ancy profession, not only in terms of their 
silence regarding the oppression of women, but 
also in relation to how such oppression might 
be interrelated with the occupational ideologies 
which characterize professional knowledge and 
expertise and the power relationships which 
are bound up with them. The growth in power 
and influence of the accountancy profession 
was characterized by a lack of women’s par- 
ticipation. Thus, whilst women were admitted to 
membership of the ICAEW in 1920, there were 
only 105 women members in 1945 and 342 in 
1960 (Crompton, 1990). The success of the 
accountancy profession both generally and 
within particular spheres of society (such as 
British industry) may, in part, be influenced by 
its early gendering as male and the extent to 
which it has reproduced its maleness through 
both its sexual composition and its knowledge 
base and techniques. These two aspects of 
gendering are not independent. 


Accountancy knowledge, skills and gender 
The association of U.K. accountants with a 
codified knowledge base and a particular set of 
skills is argued to have contributed to the 
professional status of accountancy (Crompton, 
1987a). Lehman has illustrated how women 
have been denied access to both the knowledge 
base and the skills associated with accountancy 
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expertise both through structural barriers and 
ideologically through the use of control myths; 
that is social stereotypes about the “true 
nature” of women and men (Lipman-Blumen, 
1984). However, both skill and knowledge are 
complex concepts and their relationship to the 
creation and perpetuation of gender inequali- 
ties extends beyond issues of access. 

Skill is not an objective concept, rather it 
has been recognized as socially constructed, 
wherein the categories in use are seen to have a 
base less in objective and technical criteria and 
more in custom, tradition and power (More, 
1980). It has also been recognized as an 
ideological category “saturated with sexual 
bias” and “imposed on certain types of work by 
nature of the sex and power of the workers who 
perform it” (Phillips & Taylor, 1980, p. 79). 
Phillips and Taylor do not deny any technical 
content to skill or any relation to training, 
rather they argue for recognition of the gendered 
elements of certain skills which may be greater 
in some occupations than others. Some recog- 
nition has been given to how accountants have 
contributed to the definition of themselves as 
skilled through restricting access to components 
of their knowledge basis (Armstrong, 1985; 
Johnson, 1977) and controlling its provision 
(Crompton, 1987a, b). This has taken place not 
only at the level of competing occupational 
groups and social classes but also at the level of 
gender. The possible implications of recogniz- 
ing the gendered nature of concepts such as 
knowledge and skill in accountancy are dis- 
cussed briefly below. 

Firstly, the demarcationary strategies between 
competing occupations can be examined in 
terms of their patriarchal underpinnings. Witz 
(1986) has identified such patriarchal strategies 
as influential in the development of the medical 
profession. She argues that such strategies are 


4 Although the proportion of women in personnel had fallen by 1970, the absolute numbers of women increased as the 
profession as a body significantly increased its membership (from 2896 Institute of Personnel Management members in 
1945 to 20,194 in 1970) (Legge, 1987, p. 43). However, women have been clustered in junior personnel positions and 
have experienced a decline in both relative position within the occupation and the rewards allocated to them (Long, 
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concerned with the creation and control of 
occupational boundaries through attempts to 
subordinate related or adjacent labour or 
occupations. This may take many forms includ- 
ing the sex-typing of tasks, the reproduction of 
patriarchal authority in non-familial labour 
processes and the absorption of new tech- 
niques within the sphere of competence before 
they can be assimilated in another occupation. 
In the medical profession, these gendered 
strategies of exclusion and demarcation have 
been shown to have been influential in develop- 
ing the occupation’s professional status, defin- 
ing expert knowledge (eg. in relation to 
midwifery) and differentiating between skills 
within the occupation on a gender basis (e.g. in 
relation to radiography) (Witz, 1986, 1988). 

When such analyses are applied to account- 
ancy, our attention is directed, not only to the 
inter-occupational relationships of accountancy 
with, for example, personnel specialists, but 
also to the demarcation between professional 
accountancy and other types of accounting 
work. It raises questions of how women may be 
(or become) marginalized in particular areas of 
professional accountancy work such as taxation 
(Ciancanelli et al, 1990) and how these 
particular skills come to be valued; why women 
are over-represented in routinized accounting 
tasks within the office and the level of skill 
associated with these tasks; why and how the 
Status of accountants varies amongst nations 
(e.g. how gender may influence the fact that in 
Germany, “accountancy in the manufacturing 
enterprise is thought of as mere bookkeeping”, 
Armstrong, 1985, p. 130); and how the 
profession has become involved in new areas of 
expertise such as value for money studies or 
environmental auditing through (re)defining its 
skills and knowledge bases. 

Secondly, the strategies of exclusion which 
served to create women as a class of “ineligibles” 
by denying them access to routes of skill and 
knowledge can be viewed as contributing to 
the occupation’s ability to achieve power, 
status and rewards through the gendering of 
accounting expertise as male. When women 
gain access to occupations in large numbers, it 
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is suggested that the occupation’s power and 
influence is compromised (Davies, 1985). For 
example, the “feminization” of clerical work 
has been linked to a devaluing of its skill, the 
degradation of its status (Phillips & Taylor, 
1980) and a cheapening of the price of clerical 
labour (Coyle, 1982). The possible implications 
for accountancy of the increasing number of 
women who are entering the profession have 
been recognized, although they have yet to be 
subjected to a detailed analysis (Ciancanelli et 
al., 1990; Crompton, 1987a). Nevertheless the 
relationship between women’s access to qualifi- 
cations, and the gendering of the knowledge 
base of accountancy remains unchallenged. 
Professional knowledge has been categorized 
into two main types; “classroom knowledge” 
and “organizational knowledge” (Oxenham, 
1984; Crompton, 1987a). The former is used to 
describe knowledge acquired in attaining pro- 
fessional qualifications, whilst the latter refers 
to the more informal or “on the job” knowledge 
gained through experiences. The recognition of 
women’s achievements in attaining formal 
accountancy qualifications has led to the sugges- 
tion that the problems for women have shifted 
to the acquisition of organizational knowledge 
(Crompton, 1987a; Crompton & Sanderson, 
1986). But caution should be exercised in 
concluding that the women’s acquisition of 
“classroom knowledge” renders it relatively 
unproblematic in terms of gender relationships. 
Few sociologists would argue that the increas- 
ing number of working-class children entering 
universities and acquiring degrees, in itself, is a 
sufficient reason to conclude that the problems 
of class and education have shifted to within 
and beyond the university sector. Knowledge 
(including “classroom knowledge”) may be 
gendered in terms of how it portrays women’s 
(and men’s) lives and their role in society, what 
is to be valued and how. Scientific and tech- 
nological knowledge, for example, has been 
questioned in terms of how it has developed 
along patriarchal lines embodying male ideol- 
ogies of people’s needs and how women should 
live (Easlea, 1980; Keller, 1985; Merchant, 
1980). Such enquiries are not concerned solely 
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with access to the knowledge but raise “ques- 
tions about the ature of the education and the 
nature of the science on offer” (McNeil, 1987, 
p. 31). 

Accounting knowledge is already subject to a 
detailed critique in terms of whose (non- 
gendered) interests it may serve (e.g. Cooper & 
Sherer, 1984; Hopper et al, 1987; Lehman & 
Tinker, 1987), but remains unchallenged as to 
whether and how it is influenced by a male- 
dominated accountancy profession in terms of 
content, definition, language and emphasis and 
thereby may embody unequal gender relation- 
ships. It may exhibit male aspirations, role 
models and expectations, and by acting upon it 
both men and women may reinforce and 
promote male ideologies and practices. For 
example, the emphasis on the “hard” technical 
aspects of accounting knowledge and the 
neglect of the “social” nature of accountancy 
which professional knowledge exhibits, serves 
to reinforce notions of the superiority of the 
“rational” and the objective (maleness) and 
devalue the “opposite” (femaleness) (Shearer, 
1989). Thus, Lehman’s concern that women are 
forced to accept and perpetuate the prevailing 
male-constructed structures and ideologies in 
accountancy can be seen to complement my 
own concern that both men and women must 
also accept the underlying beliefs about the 
role and meaning of accountancy. To do 
otherwise is to risk the gendering of its 
knowledge base and practices as “masculine” 
and to suffer a potential loss in power, status 
and rewards, and may even result in challenges 
to accountancy’s function from other “mascu- 
line” specialists (Legge, 1987). The past failure 
of initiatives in the U.K. such as the Corporate 
Report and the social audit might be viewed, 
not only in terms of socio-political and economic 
factors and conflicts, but also as a step towards 
ensuring that the ideological base of the 
accountancy profession remains firmly rooted 
in masculine concepts of economic rationality. 
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By adopting a feminist critique of the develop- 
ment of the occupation of accountancy and its 
associated knowledge, feminist research can 
begin to challenge the boundaries of existing 
knowledge, the questions it asks and answers 
and its patriarchal implications (Weedon, 1987). 


CONCLUSION 


I would like to stress that my intention has 
not been to make exclusive claims for the 
importance of understanding gender in the 
analysis of accounting, but rather to urge an 
integration of gender studies such as Lehman’s 
into the “central questions of the discipline” of 
accounting itself (Walby, 1988, p. 215) and to 
suggest some of the possible directions in 
which this might be achieved. Lehman’s paper 
is interesting in that it maintains the impetus to 
explore accounting from the perspective of 
gender and identifies some of the ways in which 
the accounting profession has been implicated 
in perpetuating unequal gender relations. The 
need now is to move the debate forward, to 
incorporate the insights made available from 
the feminist literature into the wider set of 
issues in accounting research such as power 
and control, and to question analyses of 
accounting’s meaning, role and influence in 
society, which are blind to issues of gender. 
Only then can we begin to gain a deeper 
understanding of how the accountancy profes- 
sion has been, and still is, implicated in the 
creation and perpetuation of unequal gender 
relations. To completely ignore gender when 
attempting to understand the development, 
significance and meaning of accounting may, at 
best, give us partial, unsatisfactory under- 
standings of the range of factors and influences 
mediating its practice and consequences; at 
worst it may result in misleading explanations 
which may serve to perpetuate inequality and 
oppression. 
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Abstract 


This article surveys the empirical research on the gender division of labour in Britain since pre-industrial 
times, seeking in particular to relate it to the history of the professions, which have been relatively little 
studied in this regard. It argues that industrialization brought about a less dramatic change in gender roles 
than is often believed. Neither simple economic nor simple biological explanations, or the influence of 
“domestic ideology”, can adequately explain continuing gender divisions. 

It relates the empirical data to the current state of feminist theory arguing that the “reserve army of 
labour” theory is not supported by the evidence, nor indeed is any existing body of theory. Rather a 
combination of theoretical perspectives, including those which incorporate male prejudice, must be used 
if we are to understand the long persistence of gender inequality in the workplace. 


Analysis of the gender division of paid labour in 
Britain (the country with which I am most 
familiar) has advanced considerably in recent 
years both empirically and theoretically. Much 
of the empirical research, however, and in 
consequence the theorizing grounded in it, has 
been concerned with manual, service sector or 
lesser white collar work (clerical, secretarial), 
as is much of the research referred to by 
Lehman. One question to be addressed is the 
degree to which interpretations so grounded 
are or are not applicable to women in a 
professional occupation. And whether they 
have generated any adequate general theory or, 
more modestly, understanding of the gender 
division of paid labour. 


THE TRANSITION TO INDUSTRIALIZATION 


Starting at the empirical level, it is clear that a 
gender division of labour can be found in most 
times and places, though some anthropologists 
would not agree that it is universal (MacCormack 
& Strathern, 1980). Certainly in the extensive 
range of times and places where it has been 


found to exist, it has taken and takes an 
apparently almost infinite variety of forms: “It 
would be hard to find any single activity which 
has not been, at some time or place, ‘women’s 
work’” (Bradley, 1989, p. 8). This variability 
should be a warning against any simple bio- 
logical determinism as explanation for the 
gender division of paid labour. The facts that 
females bear children, that some males are 
physically stronger than many women, that 
females tend to have more stamina than males, 
do not correspond to the great variety of 
occupational sex-typing. 

Questions relating to the remote origins of 
the gender division of labour, and of other 
forms of gender division, are tantalizing, but 
probably never satisfactorily answerable in the 
absence of invulnerable evidence. (Bradley, 
1989, provides a good review of the historical 
and anthropological evidence.) Indeed in view 
of the variability of the forms of the division in 
the retrievable past, the value of searching for 
definable origins in the more remote past may 
be, and has been, questioned: “... it is a search 
which is doomed not only because the sources 
are too fragmentary but also because there was 
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almost certainly no single origin” (Bennett, 
1989, p. 262). 

We may seem on firmer ground if we move to 
the relatively recent, relatively well docu- 
mented past of a geographically specific area: 
western Europe during the major shift in 
occupations and ways of life which accompanied 
industrialization. It has often been assumed that 
this was when a “modern”, western gender 
division of labour became established as, with 
the coming of industrial capitalism, home and 
work were more clearly separated, the public 
and private “spheres” of activity became more 
clearly “separate”, in reality for the middle 
classes, in aspiration for, or on behalf of, the 
working classes, with the roles accorded to 
females in the “private sphere” accorded less 
social value than their previous roles are 
assumed to have done (Coontz & Henderson, 
1986; Oakley, 1976; Davidoff & Hall, 1987; 
again see Bradley for a helpful overview). 

Yet the more closely historians have looked 
at the data the more questionable this picture 
has become. Not least they have found difficulty 
in locating the superior situation of women in 
pre-industrial society that it implies. Indeed 
medievalists have identified a clear gender 
division of labour, with women most closely 
identified with indoor and nurturing tasks, 
which were assigned lower pay and status than 
male designated tasks in their period (Bennett, 
1988, 1989; Middleton, 1985, 1988; Hanawalt, 
1986): 


medieval women encountered many obstacles in their 
working lives that resemble the experiences of working 
women in modern economies; medieval women clus- 
tered, as do women today, in low paid, low status, low 
skilled jobs. Clearly some essential aspects of the low 
working status of women predated the emergence of 
modern industrialism, predated the rise of capitalism in 
the early modern era, and indeed predated the growth 
ofa commercial, urbanized economy in the High Middle 
Ages. Other work has shown how many aspects of 
public life in the Middle Ages were open to women, 
with the single resounding exception of formal politics. 
Medieval patriarchy, it seems, could tolerate women in 
markets, law courts and a wide variety of social settings, 
but it could not tolerate (except in the most unusual 
circumstances) the exercise of formal political power 
by women. This rule extended across the social classes 
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of the Middle Ages, limiting alike peasant women, 
townswomen and feudal women (Bennett, 1989, p. 
265; Erler & Kowaleski, 1988). 


England was not a subsistence peasant economy 
for long before industrialization, and domestic 
manufacture was limited. For much of the early 
modern period substantial numbers of men and 
many women worked outside the home, in 
agriculture; just as in upper class households 
the division of labour and of power was long- 
established. 

The degree of changes in the gender division 
of labour which resulted from industrialization 
have been overstated. In cotton textiles, the 
first industry to develop on a large scale in 
Britain, adult men made up only a small 
minority of the labour force. The first substan- 
tial factory labour force was female. Poor 
women in pre-industrial England engaged in 
paid field labour; poor women in industrial 
England also engaged in other than unpaid 
domestic labour for their own households, from 
cotton weaving, domestic service and needle- 
work to laundrywork. The wives of wealthier 
men were active in the public sphere in a 
limited range of unpaid, public roles (e.g. 
philanthropy, activism in pressure groups) in 
both periods. If we examine gender roles in 
Europe over the long time period from medieval 
times, through the transition to industrial 
capitalism, what did not change is as striking as 
what did. The most striking change with 
industrialization was that the size and variety 
of the wealthier groups greatly expanded, 
especially their “middle class” as distinct from 
their “gentry” component; the differences be- 
tween these two groups in respect of ideologies 
and practices of gender relations has been 
exaggerated (e.g. by Davidoff & Hall, 1987; fora 
stimulating overview of all of this material see 
Walby, 1990). 

As the above quotation from Bennett suggests, 
none of this should be taken to- mean that 
women had no power or sources of indepen- 
dence before industrialization; or that nothing 
changed with industrialization. Broadly the 
picture seems to be that for a long period 
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before the coming of industrial capitalism in 
western Europe there was a sexual division of 
labour with women either limited to a narrower 
range of occupations than men or in occupa- 
tions effectively controlled by men or centred 
in the home. The specific patterns of gender 
division were variable by region, but they 
existed everywhere and everywhere restricted 
women’s occupations compared with those of 
men. There were, however, always some women 
who were independent and exerted power of 
some kind, and not only in the highest classes; 
this was especially true of widows and older 
unmarried women, both of whom were present 
in very much larger numbers than in the recent 
past. But few women at any time held sustained 
authority or economic positions conferring 
power or high status. 

The main change with industrialization was 
not that women were confined to a newly 
defined private sphere, but that the number of 
households in which women’s paid work was 
not a material necessity grew; and the size and 
range of the public sphere also grew. The 
continuing division of labour created new roles 
and occupations, of which accountancy was 
one. Men appropriated these new public roles 
almost wholly (Walby, 1990). Women, how- 
ever, very quickly began to protest at this 
exclusion. Hence the emergence in the nine- 
teenth century of the first sustained women’s 
movements, and the centrality of the demand 
for access to all levels of education to their 
earlier phases. Education, especially higher 
education, was the key to entry to the profes- 
sions. The also unprecedented energy with 
which the ideology of domesticity and separate 
spheres was promoted in this period should not 
be seen, as it often is, as an unproblematic 
representation of reality, but as a prescription, 
whose insistent repetition was necessitated by 
the increasing numbers of women rebelling 
against it. (See Walby on the importance, and 
effectiveness, of first wave feminism; Vicinus, 
1985.) 

The transition to industrialization affected 
the precise form but not the fact of the gender 
division of labour or the degree of subordina- 
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tion of women which it embodied, including 
constraints upon their access to independence 
and power. Form and degree in these matters 
are too often conflated. They must be treated as 
analytically separate. Every change in form has 
been too readily interpreted as an increase or 
decrease in the intensity of subordination of 
women (for a similar argument see Walby, 
1990). Continuities over time and through 
periods of major economic change should 
enjoin wariness about simpler materialist inter- 
pretations of gender divisions. 


FROM INDUSTRIALIZATION TO THE 
PRESENT DAY 


How then, has the form of the gender 
division of paid labour changed in Britain since 
industrialization? And has it been accompanied 
by a change in the degree of female subordina- 
tion? In particular how do we apply such 
analysis to women in relation to professional 
occupations? 

At least for the period since industrialization 
the data are rich and there has been a 
substantial amount of secondary analysis, 
though relatively little of it related to the 
professions. When analysing gender divisions in 
specific times and places we need to ask a series 
of questions: (1) How do occupations become 
ascribed to one sex or the other? (2) Why, once 
established, is sex-typing evidently so difficult 
to change? (3) If women manage to cross the 
gender divide into male ascribed occupations, 
why is their progress thereafter so slow? What 
are the barriers to their maintaining equal 
progress with men? 

Industrialization is sometimes presented as a 
process of de-skilling in which women replaced 
men as tasks were simplified and mechanized. 
In some industries this indeed occurred and 
employers would have liked it so in many 
others. But it was most prevalent in manufactur- 
ing and, even there, far from universal. In- 
dustrialization was not a one-way process of the 
erosion of old skills, and degradation of old 
statuses among males or females. It was a 
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dynamic process which created new skills, 
spaces and statuses at all levels though some- 
times only as a result of conflict. It also replaced 
old patterns of segregation and sex-typing with 
new, by processes which can be traced. Many 
occupations became more “skilled” in the 
sense of requiring longer periods of training 
than before and rose in status. In such instances 
the occupation tended to become masculinized, 
though not invariably, e.g. nursing. This pattern 
applied to many professions, including accoun- 
tancy. (This area of research and debate is well 
surveyed by Bradley, 1989.) 

The areas in which women exercised some 
power in pre-industrial Europe did not include 
the professions, which were high status occupa- 
tions requiring a long period of formal education, 
pre-eminently the Law and the Church. These 
were male preserves. With industrialization the 
old professions grew in size, in some cases (the 
Law more so than the Church, which rather 
declined) grew in power also; other old 
occupations became professionalized, growing 
in respectability and status, medicine above all 
as its capacity to cure increased in the course of 
the nineteenth century. Occupations once 
tangential to others, grew in importance and 
acquired independent and, gradually, pro- 
fessional status. Accountancy was one of these. 
Women acquired no automatic place in any of 
them and indeed often lost former accustomed 
roles. In medicine they lost the role of local 
healer many of them had in less formal days and 
were excluded from the professional medical 
schools. However, they resented this exclusion 
and immediately demanded entry. They re- 
ceived it formally, but few were admitted and 
those who were suffered considerable discrim- 
ination (summarized by Bradley, 1989). 

Women had kept accounts, unpaid, as a 
normal part of their participation in family 
firms, as they kept them for their own small 
businesses or indeed managed the often com- 
plex financial affairs of prosperous households. 
Once the growing needs of business firms and 
the advancing division of labour separated 
accountancy into a distinctive occupation, 
requiring training and acceptance into a pro- 
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fessional body at its highest levels, females were 
excluded. The status insecurity of male pro- 
fessionals fighting for recognition in the nine- 
teenth century enhanced their hostility to 
admission of women, due to fear that female 
participation would retard their acquisition of 
status and the levels of fee associated with it. 

It is important, however, to emphasize that 
women did resist these processes of exclusion 
throughout the nineteenth century and had 
some successes. It is important to see women as 
to some degree shaping their own lives and 
those of others — since they indeed did so — as 
well as being moulded by social and economic 
circumstances; as agents and subjects and not 
just as passive objects of social determination; 
whilst recognizing that no-one is a wholly free 
agent. Historians and feminist theorists have 
tended to present women as either victims or 
agents, rather than recognizing that 


Women have always been both victims and agents. To 
emphasize either one without the other, creates an 
unbalanced history. Women have not been merely 
passive victims of patriarchy; they have also colluded in, 
undermined and survived patriarchy. But neither have 
women been free agents; they have always faced 
ideological, institutional and practical barriers to equit- 
able association with men (and indeed with other 
women) (Bennett, 1989). 


Acknowledgement of women’s agency is not 
compatible solely with simple liberal pluralist 
theory (Walby, 1990) but can, and should, be 
incorporated into other approaches. 

It is also important to acknowledge the limits 
to such agency and the fact that women had 
made only very limited: inroads into the profes- 
sions by 1914. World War I saw some expan- 
sion of access of women to professional training 
(e.g. in medicine and banking) in the absence of 
men. Their numbers may have contracted after 
the war, though precise statistics are hard to 
establish. However, neither the expansion nor 
the contraction were as dramatic as in lower 
skilled, lower status work, most of which had 
been concentrated in specific war-related pro- 
duction; female relatively rarely directly re- 
placed male labour (Reid, 1988; Thom, 1988). 
Where they did so in white collar occupations, 


GENDER DIVISION OF LABOUR IN BRITAIN 


e.g. the Civil Service, it was rather at the lower, 
clerical, levels than in senior positions. And in 
the professions it is unlikely that numbers fell 
back absolutely to pre-war levels. This was an 
important outcome of both wars and women 
struggled to ensure that it was so. 

British feminists had always seen the fight for 
the vote as only one aspect of the women’s 
struggle, though a key one. Equally important 
was access to economic independence through 
equal occupational access. The granting of the 
vote in 1918 was followed by a campaign to 
remove all other disabilities suffered by women 
in the public sphere. Against very strong 
opposition, especially in the House of Lords and 
the Civil Service, the Sex Disqualification 
Removal Act, 1919, opened the legal profession 
to women, allowed them to perform jury 
service and opened to women professional 
associations which previously had barred them, 
such as the Society of Chartered Accountants. 
This was done despite the hostility of the male 
members of these professions and associations. 
Lawyers were convinced that their profession 
was already overcrowded and that the admis- 
sion of women would worsen conditions for all 
(Strachey, 1928/1978). The law could not force 
them to accept women or to treat them well; 
but it could prevent their debarring them. 

Why did this change in the law come about? 
It was in no obvious sense a response to the 
needs of the economy. There was no evidence 
of a Jack of suitable males for these professions 
and had there been so there was certainly an 
undertrained male “reserve army of labour” 
which could have been called upon. It was 
passed against the opposition of influential male 
members of the professions. The most probable 
explanation is that it was due to the govern- 
ment’s fear of the loss of votes from newly 
enfranchised women if they did not respond to 
the demand for legislation. In this sense it was a 
gain for feminist pressure. The independent 
role and motivation of the State must play a part 
in the analysis of the gender division of labour 
in the modern world (Walby, 1990). 

This legal change, however, led to no drama- 
tic expansion of access of women to the 
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professions through the inter-war years. There 
were, for example, approximately 150 female 
barristers in 1939, compared with 3500 men 
(Royal Commission on Equal Pay, hereafter 
RCEP, 1946). An important feature of this 


-period was that it became normal for middle 


class women to work for pay betweén complet- 
ing their education and marriage, as it had not 
previously been. However, paid work after 
marriage was still debarred, formally so in some 
occupations, giving women little incentive to 
seek long-term career training. It should be 
remembered, however, that almost 20% of 
adult women were unmarried in these years, 
due to the combined effects of a surplus of 
females surviving infancy and the slaughter of 
males in World War J; and 17% of marriages 
were childless. Feminism remained vigorous in 
the inter-war years; among other things women 
actively demanded entry to the professions. But 
access was slow in comparison with the 
numbers of educated women. The inter-war 
years did see a significant growth in old 
(teaching, nursing) and new (housing manage- 
ment, personnel management) female profes- 
sions. Once more World War II saw a certain, 
probably limited, expansion of access, with no 
clearly documented post-war contraction. In 
1945 there were 102 female chartered accoun- 
tants and 13,313 males; 325 female architects in 
a profession numbering 9375; 261 female 
chemists among over 9000; 7198 female doctors 
and 37,143 males (RCEP, 1946, p. 43). 

The post-war period is better documented. 
The Report of the Royal Commission on Equal 
Pay, published in 1946, was the outcome of 
careful consideration of a large array of data on 
not only pay differentials, but the causes of the 
sex-typing of occupations, and differentials in 
training and promotion. The Commission took 
evidence from employers, women’s pressure 
groups, trade unions and workers. The back- 
ground to its establishment (most reluctantly 
on the part of the Prime Minister, Winston 
Churchill) was women’s clearly expressed 
discontent about gender inequalities in the 
workplace, most vocally in the white collar 
occupations (Thane, 1991). 
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The Commission was a most respectable and 
overwhelmingly male body, containing only 
four women and headed by a lawyer. It 
provided a comprehensive description of the 
grossly unequal position of women in the 
labour market and of the attitudes to this 
situation of the major interest groups con- 
cerned. They were struck by the degree to 
which the sex ratio, pay differentials and other 
gender differences varied among occupations 
and within the same occupation from region to 
region according to no clearly discernible 
pattern; certainly none which could have been 
dictated by rational economic management. In 
most professional occupations women formally 
had access to equal salaries or fees, but re- 
latively few were recruited, fewer still reached 
the top or had access to the most prestigious 
and highest paying sectors of their occupation. 

A striking feature of the evidence was the 
private sector employers’ refusal to acknow- 
ledge any serious problem concerning women’s 
employment. They declared themselves wholly 
in favour of equal pay — in those circumstances 
where men and women did precisely equal 
work. But, they pointed out, unfortunately this 
was rarely the case. There were, they asserted, 
quite rational explanations for a division of 
labour which placed women generally in lower 
Status, less skilled, less well paid occupations: 
men were more efficient, more flexible, more 
ambitious, took less time off, were physically 
stronger, less tolerant of monotonous work, had 
a longer time commitment to a career and 
hence were worth the investment of training 
(which women in any case were claimed to be 
reluctant to undertake), needed higher pay to 
support their dependents and were better able 
to manage other men. The employers’ represen- 
tatives proved remarkably unable to provide 
evidence to support their assertions. They 
continued to make them for at least the next 
forty years, still in the absence of supporting 
evidence. Before the Royal Commission they 
evaded questions that in wartime women had 
proved just as productive as men; also that even 
heavy work could be adapted so that it was 
within the capacity of most women, i.e. that 
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there was almost no work that a woman could 
not do as effectively as a man. They blamed the 
unions for restricting women’s access to higher 
pay and promotion, and showed no inclination 
flexibly to adapt jobs to women’s needs and 
capabilities. Relatively few professional people 
would have been directly employed by these 
spokesmen or by those whom they represented, 
though many, including accountants, would 
have been indirectly employed. Their evidence 
provides an indication of the attitudes towards 
women in paid work which were current 
among men in positions of power. 

The unions’ representatives, and the public 
sector employers, expressed greater under- 
standing of the unequal gender position. The 
Trades Union Congress (TUC) expressed support 
for equal pay for “equivalent” work, insisting 
that “equal pay for equal work” would be too 
limited in its application. They asserted the 
need to remove other forms of disability 
suffered by women, in particular limited access 
to training. They insisted that there was greater 
similarity in the work performed in private 
industry by males and females than employers 
were prepared to admit. This was because 
employers had long sought to create dis- 
similarity and to exaggerate its significance in 
order to maximize the use of cheap female 
labour. The union representatives did not deny 
that male trade unionists had acted in a number 
of ways to preserve gender differentials; in the 
face of persistent attempts by employers to 
manipulate gender differences to their dis- 
advantage they had little choice. And, they 
rightly pointed out, they had never had sufficient 
power to prevent employers fixing initial wage 
rates. They also acknowledged that however 
relatively enlightened some union leaders 
might be about the rights and needs of women, 
they could not always convince officials and 
members at lower levels. They emphasized, 
rightly, that employers had the decisive decision- 
making power and were primarily responsible for 
the initial sex-typing of occupations. One thing 
suggested by their evidence is that critiques of 
the gender division of labour were available 
which employers were largely ignoring. 
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Such successors to the pre-1918 suffrage 
societies and inter-war feminist organizations as 
the London and National Society for Women’s 
Service, the National Council of Women and 
the British Federation of Business and Profes- 
sional Women also gave unequivocal state- 
ments of the inequalities suffered by women. 

The commissioners concluded that the clear 
gender divisions in the paid labour market 
could not fully be explained in rational 
economic terms such as higher levels of male 
productivity. Rather they were products of 
“assumptions drawn from the sociological back- 
ground” combined with the effects of over- 
supply of female labour in the restricted range 
of occupations open to them. Women’s lower 
levels of training also accounted for differences, 
but this was seen also to be a product of social 
and cultural processes. The commissioners 
concluded that the decisions of employers had 
a greater influence than trade union bargaining, 
although the latter, and the attitudes of the 
workforce, could constrain employer decision 
making. Once established, social convention 
kept gender differences in place. They were 
hard to shift and outlasted any rational econo- 
mic motive there might originally have been for 
their establishment. 

The Commission further concluded that 
women’s lesser physical strength debarred 
them now from relatively few occupations, and 
many of the remainder could be so reorganized 
as to match their capacities. Also if men 
appeared “more adaptable, resourceful and 
versatile” it might owe more to their “greater 
experience and training than to innate psycho- 
logical differences”. It had been impossible 
to find satisfactory evidence for either the 
employers’ confident assertions of women’s 
inferior productivity or the TUC’s of the 
opposite. If true, they suggested, it might be 
related to the findings of the Medical Research 
Council concerning women’s lower nutritional 
levels. 

The Commission put forward a strong argu- 
ment in principle for equal pay for work of 
“equal value”, though the chairman and another 
member expressed the reservation that equality 
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would put women under excessive mental and 
physical strain. Three of the four female 
members strongly refuted this. Overall the 
commissioners found “no doubt in our minds 
about the extent and intensity of the present 
discontent” among women on the question, 
though it was stronger “among women who 
look on their jobs as their careers”. Hence at 
the end of World War II the gender division in 
the labour market and its disadvantageous 
effects upon women was well and publicly 
analysed, and largely ignored. 

After the war the British government was 
anxious to keep women in the workforce, in 
view of the labour shortage. Initially more 
women withdrew from paid labour than the 
government expected, despite government 
propaganda, but thereafter the numbers of 
women in the paid labour force rose steadily 
from 1947 onwards. Women left paid employ- 
ment to start families delayed by the absence of 
men at war; whilst women who had entered the 
wartime workforce after completion of their 
families or completed them at the end of the 
war stayed in or entered the workforce 
(Summerfield, 1988). 

Over the following decade some important 
new patterns became established. Whereas 
before the war women had generally given up 
work at marriage, they now remained in paid 
work until the birth of the first child. At that 
stage larger numbers withdrew from the labour 
market. In conditions of full employment more 
families could afford to live on a single income; 
however, it became the norm for women in all 
classes to return to employment after a period 
of childbearing. With the evening-up of the sex- 
ratio, at least one period of marriage, or stable 
cohabitation, became almost universal; and 
although family size remained lower (despite a 
post-war rise in the birth-rate) childlessness 
diminished compared with the pre-war years 
(Thane, 1991). 

However, a high proportion of these “women 
returners” worked part-time (Beechey & 
Perkins, 1987) and it had been no part of the 
government effort to extend the range of 
opportunities open to women. The Ministry of 
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Labour encouraged women to remain in manual 
or lower level service occupations rather than 
to enter the professions, though the access of 
females to higher levels of education was 
expanded. Essentially women remained in the 
same kinds of occupations as before and the 
numbers entering the professions rose very 
slowly, despite the growth in their total size and 
growing demand for their services. In 1961 
women made up 15.9% of the medical profes- 
sion (but were fewest in its most prestigious 
specialisms), 3.5% of the legal profession, 3.3% 
of surveyors and architects, and 47.5% of 
“social welfare and related workers” (Myrdal & 
Klein, 1970). 

Social surveys from the 1940s through to the 
1970s showed a gradual diminution, especially 
among younger women, of the belief that a 
woman’s place was in the home and consistent 
aspirations fot training for better jobs. After 
lengthy campaigns women in public sector 
white collar occupations (Civil Service, teach- 
ing, local government primarily) got equal pay 
in the 1950s. But this did not necessarily bring 
with it access to promotion or appointment to 
higher status posts. And surveys also showed 
how slowly, if at all, the attitudes of men in 
influential positions were shifting. When Viola 
Klein sought in 1957 to discover “how ordinary 
men and women feel” about women’s work her 


outstanding impression ... is that women’s lives, today 
as much as ever, are dominated by their role — actual or 
expected — as wives and mothers. ... There is no trace 
of feminist egalitarianism, ... nor even is it implicitly 
assumed that women have the “right to work”. 


About one-third of men interviewed dis- 
approved of married women working outside 
the home. Klein’s questioning of employers 
revealed an extreme unwillingness to adapt to 
the needs of married women. 

Confirmation that employer attitudes had 
changed very little, and that their attitudes to 
highly qualified women were little different 
from their convictions about the less qualified, 
came from a survey carried out for the Ministry 
of Labour in 1959 of 50% of all women who 
had graduated in science and engineering in 
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1954 and 1956 (only 708 in all) and of a sample 
of larger employers in relevant industries. 
Seventy-four per cent of the graduates were 
employed in teaching, at various educational 
levels. The minority working in industry were 
concentrated in research posts, felt that they 
had inferior prospects of promotion compared 
with males, and many of them felt undervalued. 
The employers’ responses confirmed that their 
feelings had substance. Though many con- 
sidered women scientists “particularly good at 
detailed work”, 60% paid higher rates to men. 
Their justification was that men had a longer- 
term career commitment (not borne out by the 
interviews with the women) and had depen- 
dents to support. For similar reasons, 24% of 
managers allowed women no opportunities for 
promotion, and others limited the level to 
which they could rise in view of the difficulties 
presumed to arise when women held authority 
over men. Only 28% of managers were wholly 
in favour of employing women (Ministry of 
Labour Gazette, 1960). 

A follow-up study three years later, by Nancy 
Seear and colleagues (1964) at the London 
School of Economics (LSE), was a response to a 
government report stressing the likelihood of a 
coming shortage of manpower at the higher 
levels of science and technology. Greater use of 
womanpower seemed a possible solution. The 
LSE team surveyed older girls in 17 schools and 
found that a substantial minority were interested 
in further training. But they encountered great 
difficulty in finding information about occupa- 
tions not traditionally defined as female, and 
serious discouragement in all quarters from 
entering them. They were well aware of the 
barriers women encountered and 


competing with men was not a prospect which attracted 
many of them. They were chary of entering into a 
situation in which they would have to push in order to 
win promotion ... not one girl expressed enthusiasm for 
breaking down prejudice simply because it was there. 


Many of them opted for a teaching career 

because it was socially acceptable for a female 

and could be combined with domestic roles. 
Employers and teachers expressed the 
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conviction that women could not perform well 
in the sciences. The research brought to light a 
fine array of prejudices about women as 
managers —- “Women have emotional crises 
and can’t take being kicked” was an especially 
emotional reaction from one employer. Others 
explained that women lacked creative ability, 
“cannot speak openly and forcefully” and also 
“should not stay alone in hotels”. Interviews 
with well-qualified women employed in industry 
showed that many of them were planning their 
careers on a lifetime basis, usually with a break 
for childrearing, but felt that they would find it 
difficult to obtain re-training on returning, and 
that already their talents and skills were 
underused. 
Seear concluded 


Prejudice runs like a scarlet thread all through the 
pattern of this study ... so far we have not gained so 
much as a toe-hold ... in the industrial world. The 
question is not whether women should be allowed 
better opportunities, but rather whether as a community 
we can afford to continue to waste their trained powers 
... Of course there are difficulties (such as women’s 
family responsibilities) ... but these are not fundamental 
difficulties. From this survey the basic problem seems to 
be prejudice (Seear et al., 1964, pp. 92-93). 


A much larger survey carried out in 1965 for 
the Ministry of Labour confirmed these findings. 
They offered some evidence of the nature of the 
obstacles encountered by women seeking top 
jobs. They also revealed that the reasons most 
commonly given by women for moving from 
highly trained jobs were less often domestic 
obligations than job dissatisfaction arising from 
disappointing conditions of work, pay and 
promotion prospects. 

Three years later the overwhelmingly male 
Royal Commission on Trade Unions and 
Employers Associations (1968) provided one of 
the bluntest confirmations that prejudice about 
women’s capabilities was one of the enduring 
weaknesses of post-war British management 
and was actively damaging the economy. On 
the basis of interviews with employers and 
trade unionists, and evidence from another 
survey undertaken by Nancy Seear, the Com- 
mission concluded that family commitments 
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did indeed provide obstacles to the work and 
training of younger women. However, it was 
now becoming normal for women to return to 
the labour force in their thirties, embarking 
upon working lives quite long enough to repay 
investment in training, which they showed 
every inclination for. The commissioners 
warned 


Lack of skilled labour has constantly applied a brake to 
our economic expansion since the war and yet the 
capacity of women to do skilled work has been 
neglected. ... Forecasts of the size of the working 
population indicate that there will be a very limited 
increase between now and 1981. Women provide the 
only substantial new source from which extra labour 
can be drawn during this period. ... Many of the 
attitudes which support the present system of craft 
training and discrimination against women are common 
to both employers and trade unionists and deeply 
engrained in the life of the country. Prejudice against 
women is manifest at all levels of management as well as 
on the shop floor. Among the professions there are to be 
found demarcation rules and practices which are no less 
Strict and no less open to question than those practiced 
in many crafts. 


Seear’s survey for the Commission, conducted 
in 1966, found no evidence of change since 
1962. She judged that the biggest obstacle was 
that 


in subtle and not so subtle ways an atmosphere is 
created and sustained which still makes it appear 
peculiar or comical for women to be both feminine and 
using their capacities to the full. This attitude thrives 
while a book reviewer even in a serious journal thinks it 
relevant to refer to an authoress as “handsome”, while 
BBC commentators make facetious asides about women 
in science and managerial jobs, while the public and 
press chatter nervously about the way to address a lady 
judge, while a girl in a mixed comprehensive school can 
be told that “technical drawing is only for boys”. 


Clearly the gender division of labour as consti- 
tuted at that time was not serving the clearly 
established needs of the economy, but was 
running counter to those needs. (Thane, 1991, 
summarizes the surveys referred to above.) 
Active campaigning by women’s groups from 
the mid 1960s (by respectable older established 
liberal women’s organizations as importantly as 
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by more militant new-wave feminists, Meehan 
1985, 1990) was part of the background to the 
Equal Pay legislation of 1970 and the anti- 
discrimination legislation of 1975. These have 
had measurable effects in improving women’s 
position in the labour market, but they have 
been small (Walby, 1990). 

The latter Act was preceded by a House of 
Lords Select Committee which resulted from a 
Bill introduced by the determined Nancy Seear, 
by now a Baroness and a prominent Liberal. 
This Committee took evidence and discovered 
that many employers still had learned nothing 
and forgotten nothing. Their assertions of the 
inferiority of female to male labour, and the 
reasons for it, were unchanged since 1946. 
They still believed that training women was not 
worthwhile due to their short stay in the labour 
market, despite evidence that the return to any 
individual employer from training a male was 
hardly greater since male turnover rates were at 
least as high as female; and the high rate of 
women returning to work after a relatively 
short break justified state investment in training 
or re-training on their return to work; not to 
mention evidence that given adequate child- 
care facilities (which have been rudimentary in 
post-war Britain) many would take a still 
shorter break. The “real problems”, the 
employers insisted, were far removed from 
discrimination and prejudice, which they were 
convinced hardly existed in industry. 

The largely male Institute of Personnel 
Management provided clear evidence that it did 
exist, in particular that it accounted for the tiny 
number of women in top positions, including in 
personnel management. This was indeed a 
profession which had been recently masculin- 
ized as it rose in status from its pre-war role, 
which was essentially that of welfare worker for 
the firm. Before the war it had been overwhelm- 
ingly female in composition; by 1961 only 19% 
of an enlarged profession was female and, as the 
evidence made clear, they were concentrated 
in lower level posts, and were less well paid, 
than male colleagues. 

This evidence was supported by a memoran- 
dum from the Department of Employment on 
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“Sex Discrimination in Employment and Train- 
ing”. This described statistically “A situation 
(which) is certainly one of inequality between 
men and women in which, generally, women 
are the losers”. The research organization, 
Political and Economic Planning (PEP), drew 
upon research it had sponsored in 1966-1971 
on “women in top jobs” (Fogerty et al, 1971a, 
b) to give evidence “of the discriminations 
which are less obvious, harder to pin down and 
often accidental or at least incidental” relating 
to appointments of women to top professional 
and managerial posts. They gave the example of 
universities, where discrimination was extra- 
ordinarily hard to prove, yet was the only 
possible conclusion to be drawn from the 
statistical distribution of women through 
university posts. 


. a woman who gets well started on an academic 
career and sticks to it is likely to have a free road for 
promotion up to and including the grades of Senior 
Lecturer and Reader, but the statistics of appointments 
to Chairs suggests that a weighting against women 
operates beyond that point. The suggestion is all the 
stronger because the point at which this weighting 
begins to operate coincides with what is found in many 
other occupations. The road everywhere tends to be 
more open to women so long as they are in staff or 
professional posts, but the barriers go up when it is a 
question of appointing a woman to a post in line 
management, especially if she will be in authority over 
men, Yet we would not care to have to prove that bias 
against women had been shown in any particular case of 
an appointment to a university Chair. It is not common 
in British universities to find that sort of open and 
outright rejection of women as professors revealed in 
Anger’s study of the attitudes of German university staff 
just before 1960. As one German professor said: 
“Lecturing is not for women; it is a secondary sexual 
characteristic”. 


Their research demonstrated the existence of a 
“sort of invisible bias against women” in 
professional and other higher level jobs, but 
also the difficulty of proving it because it was so 
rarely explicit (House of Lords, 1971—1972). 

The Report of the House of Lords Committee 
contributed to the making of the anti-discrim- 
ination legislation. 

By 1988 the position of women in the 
professions was as follows: 
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Profession Men Women 
(%) (%) 
Architects 92.18 7.82 
Barristers 79.8 21.2 
Chartered Accountants 90.3 9.7 
Dentists 76.8 23.2 
Engineers 99.5 0.5 
GPs 77.6 22.4 
Solicitors 78.6 21.4 
Surgeons 96.8 3.2 
Surveyors 94.3 5.7 
Vets 73.5 26.5 


These statistics for the whole age range of each 
profession disguise a significant recent increase 
in female recruitment to some professions; for 
example it is now about 50% p.a. in law and in 
medicine as a whole; but for architecture only 
15% in 1988, 6% among surgeons and 3% for 
engineers. More generally over the period 
1971—1981 there was an increase in the 
numbers of women in the higher socio-economic 
groups in Britain and a relative decline in their 
proportion in most of the lower socio-economic 
groups (Bagguley & Walby, 1988). 

Women are poorly represented in positions 
of power in the professions. Though they make 
up 17.5% of all professionals, they constitute 
only 8.9% of the professional bodies ruling 
councils; 21.4% of solicitors are female but 
only 4% of the membership of the Law Society. 
The Engineering Council, on the other hand, 
has 20% female representation despite the low 
proportion of females in the profession 
(Guardian, June 1990). 

The rise in numbers of professional women 
has accompanied a shift in the aspirations of at 
least some middle class families for their 
daughters. They no longer necessarily, as they 
did in the 1950s, expect their daughters to 
take lower status occupations than their sons 
(Myrdal & Klein, 1970). Few professions have 
made positive efforts to recruit women by 
adapting to their life patterns. The exceptions 
are solicitors who promote part-time work, 
career breaks and childcare packages; engineers 
have a career break scheme; dentists run a job- 
share register. All rather slow responses to 
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proposals which have been around since at 
least the 1950s, but response there has been 
and it requires explanation. The variability 
among professions is extraordinarily hard to 
explain. Concepts such as “domestic ideology” 
or the “needs of capitalism” are of no evident 
help. 

Through the century there plainly has been 
an upward curve (though not an unbroken 
one) in female participation in the professions, 
the reality of which is as important as its 
gradualness. There appears to have been a 
change in the degree of gender inequality, if a 
small one, not just a change in form. How great 
we think the change to be depends, of course, 
on what we are measuring. If the goal is not 
merely enabling women to perform in the 
professions exactly as men do, but persuading 
the professions (and other sectors of the labour 
market) that they would greatly enlarge the 
pool of talent available to them were they to 
adapt to the different life-patterns of women 
compared with men — then the change in 
degree has been tinier still. 


THEORIZING THE GENDER DIVISION OF 
LABOUR 


How indeed are we to interpret the whole 
story? Lehman has described the main theoreti- 
cal approaches, though as Bradley’s and Walby’s 
very clear accounts of the current state of 
feminist theory point out, few academic femi- 
nists any longer subscribe to the simple ver- 
sions of liberal feminism, socialist feminist or 
radical feminism. None of them has been found 
to fit satisfactorily the awkward facts of histori- 
cal change. Hence there has been a general shift 
towards some version or other of a “dual- 
systems approach”, which attempts to synthes- 
ize aspects of socialist feminism and radical 
feminism, acknowledging that gender divisions 
need to be analysed and theorized in terms 
both of gender and of class, of “patriarchal” 
power and of materialism. Some also strive to 
incorporate awareness of the role of human 
agency, of men and women; and also sensitivity 
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to historical contingency and complexity, 
whilst avoiding collapse into random empiri- 
cism. A recent and salutary input into feminist 
theory is poststructuralist unease about the 
dangers of treating the category “woman” or 
“man” as undifferentiated units. There is a 
great deal that females do not have in common; 
not all of our actions and experiences are 
determined exclusively by our gender (Riley, 
1983). 

The story outlined above suggests that there 
is certainly no simple relationship between the 
history of capitalism and of gender relations; 
that indeed there are striking regularities over 
very long periods of time and economic change 
in the characteristics of the gender division of 
labour and its rewards. Socialist feminism can 
seek to explain the regularity with which one 
sex rather than another fares worst in modern 
economic systems only by invoking the con- 
cept of the “reserve army of labour”. Yet this 
has come to appear both theoretically and 
empirically quite unsatisfactory to socialist 
feminist economists. The only situation in 
which it seems to apply are the two world wars 
of this century. This leads one to wonder 
whether the “reserve army” is indeed a feature 


of the normal workings of capitalism, or- 


peculiar to the closely managed economies of 
wartime. It is quite unclear that even in periods 
of war it describes the experience of higher 
professional as well as manual work. It could in 
any case only function as it is said to if female 
and male labour were fully substitutable, whereas 
the overwhelming finding of all studies of 
gender at work is that men and women do 
different kinds of work. Empirically the notion 
of females as a “reserve army” is not supported. 
Women in fact suffered less unemployment 
than men in the U.S. and the U.K. in the 1930s, 
despite strong male pressure against their 
employment. This is also the case in the current 
British recession and in the worldwide 1970s 
recession. Plainly women are not used merely 
as a labour reserve when male labour is fully 
utilized. We have also seen British capitalists 
refusing to train and employ women even when 
clearly warned of the need of the economy that 
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they do so (Beechey & Perkins, 1987; Cohn, 
1985; Walby, 1990). 

Nor does the “ideology of familism”, though 
it is often invoked, offer other than a very 
general and partial explanation (Barrett, 1980). 
Some argue that women are given jobs asso- 
ciated with traditional female tasks or attri- 
butes, as are men. This does not explain why 
most bakers, dishwashers and high status cooks 
are male; or why women have been deemed 
suitable only for posts below the top level in 
most occupations; or why, despite the ideologi- 
cal and cultural pressure we are all unquestion- 
ably under, so many women have so consistently 
over a long period of time shown their 
enthusiasm for demanding jobs and training, 
have resented their exclusion and have poured 
into such jobs whenever they have been made 
available, even when their own financial need 
was not evident. “Domestic ideology” argu- 
ments can easily become circular. (See Cohn’s 
(1985) excellent dissection of them.) Indeed 
Walby (1990) argues with considerable empi- 
rical substance that in modern economies the 
determination of female occupational oppor- 
tunities runs from the workplace to the home 
rather than vice versa; that the organization of 
domestic life is malleable and accommodates 
itself to the demands made by the market upon 
its members. Some argue that women voluntarily 
choose to limit their labour supply in order to 
spend their time as full-time mothers and 
housewives. Yet as we have seen British women 
in recent years have been taking up this option 
for only a short phase of their life span; such 
obligations are compatible with many occupa- 
tions. Once in paid work women do not have a 
high turnover. V. Kincaide Oppenheimer 
(1970) shows that U.S. female labour force 
participation in the period 1900—1969 did not 
correlate with changes in fertility, availability of 
labour-saving devices or changes in national 
attitudes to sex roles. It rose dramatically in the 
1950s despite the baby boom and a generally 
conservative social climate. Cynthia Fuchs 
Epstein’s research (1981) on law firms shows 
that even women who had relatively conserva- 
tive attitudes on sex roles entered law school 


GENDER DIVISION OF LABOUR IN BRITAIN 


when these changed their admission policies 
and began to accept women. Both suggest that 
women are eager to join the labour market and 
that the primary barriers arise from manage- 
ment. Women are clearly willing to work and 
train at anything given the opportunity. 

In general, workers have very limited control 
over hiring, and management resistance to 
female labour is always more effective than 
that of workers. However, in the professions, 
workers, the members of professional bodies, 
have a great deal of control over admission to 
full professional status. They have an incentive 
to discriminate in favour of men because they 
want to maintain levels of competition for their 
services and to charge high fees, not to keep 
labour costs low, except at lower, secretarial 
and clerical levels. At higher levels they don’t 
save money by hiring women. For 


most managers and professionals ... in general the non- 
hiring of women would be motivated by sincerely held 
beliefs in patriarchal ideology and a genuine concern 
with the compatibility of gender and professional roles. 
However, the fact that discrimination is likely to raise 
managerial and professional incomes helps to eliminate 
a potential check on the operation of sexism in hiring. 
... sexism survives because it serves a latent economic 
function for this class of individuals (Cohn, 1985). 


That is to say that the situation is the opposite 
from that of employers of manual and lower 
level service workers who have an incentive to 
seek to attract women because they are cheap. 
At higher levels they have none. This especially 
strong material basis for discrimination against 
women in the professions may explain the 
slowness with which it is breaking down. It may 
be, however, that recent increases in the 
admission of women to some of the higher 
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professions is related to the growing size of and 
differentiation within firms, perhaps allowing 
some professionally qualified people to work 
for lower returns. Close study of the actual 
structure and working practices of a profession 
are required if recruitment policies are to be 
fully understood. 

What emerges most consistently from the 
evidence is a picture of powerful men acting in 
their own interests against those of women. 
“Patriarchal” instincts can collide with and 
override “capitalist” instincts. However, they 
are not simply ideological or cultural con- 
structs, but, as the above analysis of sex 
discrimination in the professions suggests, sur- 
vive most strongly when they have a firm 
material base. Cohn finds that employers are 
least likely to discriminate in favour of men in 
situations where the pressure to make profit is 
strong, in labour-intensive firms and occupa- 
tions making up the bulk of the firm’s labour 
force. This suggests that we need to combine 
elements of materialist with radical feminist 
theory to explain gender divisions. But this still 
seems inadequate to explain both the differing 
experiences of different professions or some 
real changes over time in the degree of female 
subordination. It is necessary also to incor- 
porate elements of the liberal pluralist insis- 
tence upon agency and effectiveness of pressure, 
from women and men, given that not all men 
are selfish patriarchs. There is not as yet, and 
may never be, a single overarching theory 
capable of explaining gender divisions every- 
where, but we can combine elements of 
existing theories to advance understanding in 
particular of the conscious and unconscious 
exclusionary tactics which operate against 
women and, perhaps, promote change. 
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Abstract 


The issue of this paper is not with the man-woman dichotomy, that is, gender, but with the Universal 
Feminine and Universal Masculine, also called, in Oriental cultures, the “Yin” and “Yang”. From this 
perspective, the interplay, tension, complementarity and union of opposites of the Universal Feminine and 
Masculine, or Yin and Yang, is seen to pervade all existence. Reduction of the interdependent Yin and Yang to 
the materialist woman-man dichotomy leaves the source of many environmental and social problems 
invisible and unaddressed. That source is a consciousness which is imbalanced towards the values and 
orientation of the Yang, resulting from a cultural repression of the realm of the Yin. Accounting — 
management, financial and international — represents a most extreme manifestation and embodiment of the 
Yang. Mainstream accounting research also reflects and reproduces the Yang orientation, without a balancing 
of and by the Yin. Alternative accounting research to the mainstream, may be seen as both reflecting and 
socially constructing a re-emergence of the values associated with the Yin. 


There is and there is also is-not. Male is is, seeking is-not; 
female is is-not, seeking is. So it is that in union so much 
is found (Grigg,- 1989, p. 193). 


The fullness that is, is male; the emptiness that is not, is 
female. What is and what is not equally make wholeness, 
His maleness is form, the full and visible, the shown 
and revealed. He is the spoken, the obvious and the 
apparent; the answer without the first question. 

Her femaleness is formless, the empty and invisible, 
the hidden and concealed. She is the. unspoken, the 
secret and the mystery; the first question without any 
answer (Grigg, 1989, p. 169). 


“We sense our two sides, but we always represent them 
with items ... We say that the two parts of us are the 
soul and the body. Our mind and matter. Or good and 
evil. God and Satan. We never realize, however, that we 
are merely pairing things ... very much like pairing 
coffee and tea, or bread and tortillas, or chili and 
mustard. I tell you, we are weird animals. We get carried 
away and in our madness we believe ourselves to be 
making perfect sense”. 

Don Juan stood up and addressed me as if he were an 
orator ... “Man doesn’t move between good and evil”, 


he said in a hilariously rhetorical tone, grabbing the salt 

and pepper shakers in both hands. “His trae movement 

is between negativeness and positiveness” (Castaneda, 
_ 1976, p. 126). 


The present worldwide domination of thinking, 
discourse, decision-making and behaviour by 
the language of accounting — financial, manage- 
ment, government and international — both 
reflects and socially reproduces a particular set 
of cultural values and conceptions of reality. 
Accounting reflects and reproduces a view of 
the world, as externally and concretely “out 
there”, in a way which can be divided and 
disassociated from the inner experience of 
people. Reality can be known “objectively” 
through accounting, uncontaminated by subjec- 
tive feelings and desires. Through the accounting 
gaze reality is seen to be divisible and quantifi- 
able. Particular aspects of reality are identified, 
named and so separated and delineated — 


* My thanks to Pat Allport, Tricia Barton, Elizabeth Cain, Peter Edwards, Zoe Fitzpatrick, Patricia Garland, Margaret Gillings, 


Maureen Heffernan, Bob Mayze, Tom Ryan and Sue Wright. 


313 


314 

assets, liabilities, expenses, revenues, capital — 
and these realities are combined, recombined, 
added and subtracted. In combination they 
create and delimit the boundaries of organiza- 
tions, and determine the equity rights or 
“share” of reality to which people are entitled. 

From the accounting point of view, time is 
linear and divisible into sequential accounting 
periods. Accrual adjustments enable the alloca- 
tion of reality to its proper time period, 
enabling the calculation of accumulations of 
profits and wealth, or losses. The ideal or goal is 
to maximize productivity and profitability in 
the minimum amount of time. People and other 
“resources” are valued according to their effici- 
ency, that is, their ability to contribute to this 
maximization of productivity and profitability. 

From the accounting viewpoint, and also that 
of mainstream accounting research, which 
reflects and socially reproduces the same values 
and perceptions as accounting practice, the 
world is rational, logical and analysable. 
Accounting calculations and measures provide 
a basis for rational decision-making, enabling a 
rational, “efficient”, profit-maximizing, allocation 
of resources. As well as being rationalist, 
accounting is profoundly materialistic and 
reductionistic. Accounting is concerned purely 
with material reality — goods and services — 
but even more selectively than this, it only 
recognizes as real-ized, those aspects of these 
that can be bought and sold in markets. 

These values, and perceptions of reality, 
which the language of accounting embodies, 
are those which throughout many cultures, 
philosophies, psychologies and spiritual tradi- 
tions have been associated with what is called 
the “Universal Masculine” or “Absolute 
Masculine”. 

The Universal or Absolute Feminine and the 
Universal or Absolute Masculine are also called, 
in Chinese philosophy, the Yin and Yang. In 
Indian philosophy, they are named Shakti and 
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Shiva, in Western psychology, Anima and 
Animus, and in science, negative and positive 
poles and charges. Both these polar “opposites” 
exist within men and women, societies and 
the world of nature and environment. Both 
opposites exist in all life but one of them 
may be repressed or neglected, leading to 
an imbalance in favour of the other. Such 
imbalance becomes antithetical to survival, 
growth and wholeness, psychologically, physi- 
cally and spiritually.! 

What is at stake then in the debate over 
gender in accounting, includes, but goes far 
beyond, the suppression of women, to embrace 
the suppression of the values, perceptions, and 
ways of thinking, feeling, being and acting that 
are associated with the Universal Feminine or 
Yin. This suppression, in which the language of 
accounting is vitally implicated, affects the lived 
experience of both men and women, and has 
resulted in serious consequences not only for 
society, but also for the natural environment. 
The worldwide domination of thought by the 
values and assumptions which underlie the 
language of accounting, both reflects and ex- 
tends a domination and repression of the realm 
of the Universal Feminine or Yin — the values 
of caring, and sharing; the prioritizing of 
feelings; the reality and value of the non- 
marketable and non-material; the importance 
of the imaginative, intuitive and creative; a 
vision of the wholeness and interdependence 
of the world, and a knowledge of and faith 
in the creative potential of stillness, rest and 
silence. 

One contention of this paper is that to focus 
on the physical, external, hard and objective, 
such as the gender dichotomy of men and 
women, is to engage in a discourse which, like 
accounting, and mainstream accounting re- 
search, embodies and proliferates the Yang, 
unbalanced by the Yin. 

Discussions centring around hard, objective 


‘As Lawlor (1990, p. 39) recognizes, the word “spiritual” has been used and abused in recent years to the point that its 
meaning is either completely personalized or obscured. He, therefore, sets forth a definition, which will also be adopted in 
this paper. He defines spirituality as “all our efforts to become more conscious of the energies and entities that exist outside 
of our normal perception, including those immeasurable aspects of our own inner nature”. 
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“structures” and “systems” such as “class” and 
“capitalism” (e.g. Tinker & Neimark, 1987), 
“patriarchy” and “profession” (e.g. Crompton, 
1987), illuminate social “structures” which 
realize and objectify Yang norms and values 
within people and society. However, Hopwood 
(1987a, p. 67) calls for “discussions . . . de- 
signed to provide some initial views of an as yet 
invisible element of accounting’s functioning”, 
and one contention of this paper is that to focus 
exclusively on the reality which is “out there” 
and concrete, is to reproduce the values and 
conceptions which, as an extreme and un- 
balanced Yang language and social practice, 
accounting reproduces. It leaves invisible 
and unactivated the energies of the Universal 
Feminine or Yin: the soft, the inner, feeling as 
well as reason, intuition as well as intellect, the 
unconscious as well as conscious, the spiritual 
as well as the material and physical, and 
meditation, contemplation and rest as well as 
action and striving. As Knights & Willmott 
(1985, p. 40) recognize, “the emancipatory 
potential of radical theory will not be realised 
unless the interpenetration of the ‘structural’ 
and ‘existential’ dimensions of ... life is fully 
appreciated” (also Willmott, 1986; Willmott & 
Knights, 1982; Knights & Willmott, 1989). 

Cirlot (1971, p. xliv) discusses the tendency, 
especially prevalent in Western rationalist 
culture, to “degrade the symbol” by “over- 
particularization of interpretation of its mean- 
ing”. For example, “from the Freudian school 
onwards, the level of a great many symbolic 
interpretations has been that of sexual activity” 
(p. xlix). This reduction of the reality to which 
a word-symbol refers, to the physical, excludes 
the psychological and metaphysical. 


One example of this kind of prejudiced interpretation 
can be seen in the Freudians, who claimed to unveil the 
universal sexuality of all objects and forms because they 
demonstrably belonged to one or the other of two 
broadly opposed groups: the masculine and the femi- 
nine. But the Chinese, with their Yang—Yin symbol, and 
the Hindus, and the Hebrews had long ago established 
the essential polarity of the world of phenomena 
according to generic principles, including [i.e. not 
confined to] the sexual division (Cirlot, 1971, p. xlvii). 
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To reduce the polarities of the Yang and 
Yin to physical maleness and femaleness and 
also to relate these to social “structures”, is 
not truly radical, since it reproduces the values 
and conceptions of the day, and maintains the 
exclusions of the day, reducing the possibilities 
of emancipation, for both women and men. 
Burrell (1987, p. 100) suggests that “in order 
to free others, we must first free ourselves — 
perhaps even from our own discipline”. And 
that “we would be foolish to underestimate 
how difficult this will prove to be” (p. 100). 
The work of Foucault (1971, 1979, 1982) 
describes how power operates through the 
construction of subjectivity, but Foucault gives 
no clues as to how one may transcend one’s 
subjectivity, and become a truly emancipatory 
influence on others. But he does suggest (1982, 
p. 216) that, “maybe the target nowadays is not 
to discover what we are, but to refuse what we 
are”. But how do we “refuse what we are”, 
given that what we are is constituted by 
discourse, and that forms of discourse are 
constituted by, and ensure the reproduction of 
society through forms of selection, exclusion 
and domination (Young, 1981, p. 48)? The 
answer would seem to lie in retrieving what is 
not selected, what is excluded and suppressed. 
What is presently excluded and repressed in 
the world, highly reflected and reproduced 
by accounting discourse and practice, and 
mainstream accounting research, is all that 
is associated with the Universal Feminine or 
Yin. 


YANG AND YIN 


At the very roots of Chinese thinking and feeling there 
lies the principle of polarity, which is not to be confused 
with the ideas of opposition or conflict. In the 
metaphors of other cultures, light is at war with 
darkness, life with death, good with evil, and the 
positive with the negative, and thus an idealism to 
cultivate the former and be rid of the latter flourishes 
throughout much of the world. To the traditional way of 
Chinese thinking, this is as incomprehensible as an 
electric current without both positive and negative 
poles, for polarity is the principle that + and —, north 
and south, are different aspects of one and the same 
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system, and that the disappearance of either one of them 
would be the disappearance of the system. 


-.. In Chinese the two poles of cosmic energy are yang 
(positive) and yin (negative)... and they are associated 
with the masculine and feminine, the firm and the 
yielding, the strong and the weak, the light and the dark 
... Thus the art of life is not seen as holding to yang and 
banishing yin, but as keeping the two in balance 
because there cannot be one without the other... When 
regarding them as the masculine and the feminine, the 
reference is not so much to male and female individuals 
as to characteristics which are [or may be, especially 
depending on cultural conditioning] dominant in, but 
not confined to, each of the two sexes (Watts, 1979, 
pp. 19-21). 


In the realm of thought, yin is the complex, female, 
intuitive mind, yang the clear and rational male 
intellect. Yin is the quiet contemplative stillness of the 
sage, yang the strong, creative action of kings (Capra, 
1983a, p. 119). 


As Watts (1979, p. 20) points out, to those 
conditioned to the rationalist and materialist 
Western culture, the interdependence of the 
polar opposites is a frustrating conception, 
because it seems to deny any possibility of 
progress, an ideal which flows from our linear 
(as distinct from cyclic) view of time and 
history. Indeed, the whole intent of Western 
rationality and technology is to “make the 
world a better place” — to have pleasure 
without pain, wealth without poverty, and 
health without sickness. But, as Watts (1979, 
p. 20) states: 


But, as is now becoming obvious, our violent efforts to 
achieve this ideal with such weapons as DDT, penicillin, 
nuclear energy, automotive transportation, computers, 
industrial farming, damming, and compelling everyone, 
by law, to be superficially “good and healthy” are 
creating more problems that they solve. We have been 
interfering with a complex system of relationships 
which we do not understand, and the more we study its 
details, the more it eludes us by revealing still more 
details to study. As we try to comprehend and control 
the world it runs away from us. 


The key to the relationship between Yang 
and Yin is called bsiang sheng — mutual arising 
or inseparability (Watts, 1969, 1979; May, 
1988). But it is difficult in rationalist logic to 
see that, for example, being and nonbeing, is 
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and is-not, are mutually generative and mutu- 
ally supportive, “for it is the great and imaginary 
terror of Western man that nothingness will be 
the permanent end of the universe. We do not 
easily grasp the point that the void is creative, 
and that being comes from nonbeing as sound 
from silence” (Watts, 1979, p. 23). 
Choudhury (1988), in attempting to redress 
the Yang imbalance in accounting research 
towards investigating extant accounting sys- 
tems, investigates what must arise mutually 
with the presence of accounting, that is, the 
absence of accounting. He commences his 
article (p. 549) with a quote from Lao Tzu 
which expresses the Yang and Yin of the Tao. 


Thirty spokes are made one by holes in a hub 
Together with the vacancies between them, 
They comprise a wheel; 

The use of clay in moulding pitchers 

Comes from the hollow of its absence; 

Doors, windows in a house 

Are used for their emptiness; 

Thus we are helped by what is not 

To use what is. 


At the same time that Lao Tzu and his 
followers were developing their view of the 
world or “Tao” as consisting of the interplay of 
polar opposites, in the sixth century B.C., the 
essential features of this Taoistic view were 
being taught in Greece by the philosopher 
Heraclitus of Ephesus. Like Lao Tzu, he saw that 
all opposites are polar and thus united, rather 
than logical and thus dualistic and separate 
(Capra, 1983a, p. 128). “The words of 
Heraclitus — ‘Cold things warm themselves, 
warm cools, moist dries, parched is made wet’ 
— remind us strongly of those of Lao Tzu, ‘Easy 
gives rise to difficult ... after follows before’” 
(Capra, 1983a, p. 128). 

Common to both Heraclitus and the Taoists 
was a vision of the unity of the world. The 
Western view is characterized by dualism: the 
split between body and mind, cause and effect, 
subject and object, and so on. However, Yin and 
Yang are not a dualism, they are interconnected 
like different, but inseparable, sides of a coin, 
the poles of a magnet, or pulse and interval in 
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any vibration (Watts, 1979, p. 22; Watts, 1969; 
Capra 1983a; May, 1988). 

A similar conception of the world as consist- 
ing of a dynamic interplay of polar opposites is 
held in Indian philosophy. In Indian tantra 
philosophy and psychology, the primordial 
polarity is symbolized by Shiva, the Universal 
Masculine principle, and Shakti, the Universal 
Feminine. According to tantra, similar to the 
Taoist, all human beings contain both 
Masculine and Feminine potentials within 
themselves but are not conscious of both. The 
ultimate goal is to experience the union of 
these two potentials. In this union, all polarities 
within and without are transcended; one tran- 
scends dualistic existence and experiences 
“enlightenment” of unitary consciousness: all is 
one, and one is all. Less evolved forms of tantra 
may involve the ritualistic union of a man and a 
woman, but this is a symbol of the union of the 
primordial pair and thus of all polarities. In 
higher forms of tantra, the outward projection 
is withdrawn and no external ritual is used. The 
yogi recognizes that his complement exists 
within himself (Ajaya, 1983): 


She who “shines like a chain of lights” ... in the centre of 
his body is the “Inner Woman” to whom reference was 
made when it was said, “What need have I of my outer 
woman? I have an Inner Woman within myself” ... The 
... Yogi unites within himself his own principles, female 
and male (Woodroffe, 1969, p. 442, cited by Ajaya, 
1983, pp. 95-96). 


Similarly, within the Jewish mystical tradi- 
tion, the Kabbalah is a symbolic system express- 
ing the fundamental pattern, the archetypal 
structure of the cosmos, society and the 
individual psyche. The Kabbalah (Cabala, or 
Qabbala) contains the polar opposites of the 
Universal Feminine and Universal Masculine, 
often indicated as three pillars, the central pil- 
lar signifying the union of all “opposites” 
(Chetwynd, 1982; Cirlot, 1971; Dan & Kiener, 
1986). 

In the Hebrew tradition today, the marriage 
between a man and a woman is not seen as an 
end in itself, but as an adumbration of the 
mystic marriage described in the spiritual 
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traditions. It is seen as an ongoing experience in 
learning to transcend one’s ego and become 
united with one’s polar opposite and this is a 
training for achieving a still more perfect union, 
a spiritual union between oneself and one’s 
ideal, and ultimately between the masculine 
and feminine aspects of the Divine (Ajaya, 
1983, p. 93). The Kabbalistic tradition “re- 
jected asceticism and continued to regard 
marriage ... as one of the most sacred mys- 
teries. Every true marriage is a symbolic 
realization of the union of God and the 
Shekhinah” (Sholem, 1961, p. 235) (In the 
Kabbalistic tradition the Shekhinah is con- 
sidered to be the feminine aspect of God, and 
also the dwelling place of the soul.) 

On the other hand, the Christian church has 
reflected and been a major factor in socially 
constructing and reproducing a Yang world- 
view, unbalanced by the Yin, resulting in 
asceticism associated with a body (and especi- 
ally sex and sensuality) versus spirit dualism, 
and a repression of the Yin realm. The fear and 
repression of sensuality, and woman, an incar- 
nate symbol of the Universal Feminine, is a 
reflection of this imbalance. “In taking her 
stand, the church has separated ... heaven and 
earth, spirit and matter, soul and body, and in so 
doing has damaged the human spirit, and has 
been false to its own message of the Incarna- 
tion” (Sanford, 1980a, p. 116). 

The Yang imbalance in the Christian church 
may be seen not only in the analytic dualizing 
of spirit and body, but also in the strength of 
the perceived virtue attaching to work, busi- 
ness, efficiency, productivity and material pro- 
vision — the Protestant work ethic; the “hard” 
structuring of the church, perhaps the most 
organized and hierarchical of all religions; strict 
boundaries around such dualities as “good” and 
“evil”, “virtue” and “sin”, especially within 
the Catholic church but increasingly within 
fundamentalist Protestantism, and the emphasis 
on the outer, such as attendance at church, 
and church and community activities, and 
the repression and susp cion of inner 
spiritual experience unmediated by a priest or 
minister. 
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Cain (1990) cautions that more is at stake in 
redressing this imbalance than the social eleva- 
tion of women in the Christian church. In 
advocating change through a balancing with- 
in the Mastuline-dominated church with the 
Universal Feminine, she describes the Masculine 
and Feminine as follows: 


The masculine — the yang or active principle of human 
existence ... is strong, outgoing, achievement-centered 
and goal-oriented. This life energy which inheres in 
both men and women is the energy of sharp edges, 
straight lines and clear definition. Symbols such as the 
phallus, the tower, the mountain, the sword and the 
knife express something of its thrusting penetrating 
energy. It is an energy of “Logos”, the word expressing 
the thought that penetrates the mind. Its awareness is 
discrete and it objectifies reality. In its most positive 
form it may be expressed as spirit and creative energy; 
in its negative form [i.e. unbalanced by the Feminine or 
Yin qualities] it is overriding, tyrannical and without 
imagination or compassion. 


... The feminine [or] the yin ... [is the] receptive 
principle of life. The feminine energy ... takes the 
opposite shape to the masculine and is the receiver, the 
container, the nurturer. Her symbols are many — the 
night, the earth, the sea, the cave, the cup. She is “Eros” 
that which relates; she is mysterious; she spins, weaves 
and dances. In her most positive form she is Wisdom, 
Sophia, the feminine face of God, or the earth mother 
who receives and nurtures life; in her negative form [i.e. 
unbalanced by the Masculine or Yang qualities] she is 
seductive, devouring and possessive. 


In the human person the earliest known and primarily 
experienced mode is embodied as the physical forma- 
tion of male or female. As life grows the task becomes 
the recognition, encounter and integration of the 
opposite both within the person and between persons 
(Cain, 1990, p. 33). 


In advocating a “true feminism” Cain (1990) 
States that because the feminine has been 
drastically repressed, one of the repercussions 
is that many women “caught as they are in 
a patriarchal system which consistently de- 
values the feminine have never really dis- 
covered or learned to express the ‘true’ 
feminine that is their heritage” (p. 34). She 


points back to a Christian heritage which ` 


includes “many examples that are undeniable 
evidence of the leading and inspirational roles 
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of ... women” as symbols and expressions of 
the true Feminine: 


As we contemplate these women disciples ... and 
leaders in the earliest Christian communities there 
emerges a feminine pattern of great strength, of single- 
mindedness, of creativity, and most centrally of a full- 
hearted love and compassion ... the [feminine] energy 
as it is portrayed in scripture and in the lives of women 
mystics is by no means weak, vacillating or subordinate 
(Cain, 1990, p. 34). 


She sounds a caution, in relation to gender 
issues in the church, which will be echoed in 
relation to issues of gender in society and 
specifically in accounting practice and research, 
throughout this paper: 


A true feminism will be principally concerned with the 
restoration of a true feminine rather than the destruc- 
tion of the patriarchy, although some dying or destruc- 
tion may be part ofa total process. But the feminist, man 
or woman, who bases a way of being that sets out to 
destroy the other rather than to find themselves, is most 
likely unconsciously dominated by the very same 
negative masculine energy they are setting out to 
destroy. When this is happening it may be recognised by 
a certain drivenness and inability to hear an opinion 
other than one’s own (Cain, 1990, p. 34). 


Beneath the concrete layers of the organized 
Christian church, in addition to the Biblical 
women who archetypically reflect the qualities 
of the Universal Feminine, lies a spiritual and 
mystical tradition which, like the other great 
world philosophies, sees the world as consist- 
ing of polar opposites: the is-not — death, 
sickness, suffering, losing, refraining, silence — 
is as essential to existence as the is: 


To every thing there is a season, and a time to every 
purpose under the heaven; 

A time to be born, and a time to die; a time to plant, 
and a time to pluck up that which is planted; 

A time to kill, and a time to heal; a time to break 
down, and a time to build up; 

A time to weep, and a time to laugh; a time to mourn, 
and a time to dance; 

A time to cast away stones, and a time to gather stones 
together; 

A time to embrace, and a time to refrain from 
embracing; 
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A time to get, and a time to lose; a time to keep, anda 
time to cast away; 
A time to rend, and a time to sew; a time to keep 
silence, and a time to speak; 
A time to love, and a time to hate; a time of war, anda 
time of peace. 
(Ecclesiastes iii, 1-8) 


Fox (1983) has attempted to retrieve the 
Universal Feminine of the Christian tradition, 
long repressed (also Fox, 1989; Giles, 1989; 
McNamara, 1977; McDonagh, 1990; Welch, 
1982; Sanford, 1977, 1978, 1980a, b): 


The Enlightenment — the en-light-en-ment — has ren- 
dered all of us who live in Western civilization citizens 
of the light. Questers after left-brain —- which is light- 
oriented satisfaction. The invention of the light bulb ... 
was a marvellous outgrowth of the Enlightenment’s 
technological achievement. And ... there came also 
radio, so that now not only were our eyes attracted to 
what is outside of us but our ears were as well. With 
television we experienced a new kind of light machine 
— one that combines eyes and ears, light and radio, to 
lure us out of ourselves ... Religion too has become very 
light-oriented in the West ... 


What price as a people have we paid for all this light? We 
have become afraid of the dark. Afraid of no light. Afraid 
of silence ... A light-oriented spirituality is superficial, 
surface-like, lacking as it does the deep, dark roots that 
nourish (Fox, 1983, p. 134). 


Fox (1983) draws on the Christian mystical 
and creation-centred tradition which, as well as 
the “light”, acknowledges and embraces the 
reality of darkness, emptiness, pain and suffer- 
ing as an essential aspect of the world and 
human existence. Fox (1983, pp. 132-156) 
describes the psychological and spiritual path 
of the Christian Via Negativa: “such a journey 
[does] ... not consist of manufacturing religious 
experiences but of letting go and letting be, of 
breathing deeply, of trusting the empty spaces 
and the silences. Of sinking, therefore, and not 
of climbing” (p. 139). 

The central message of Christianity, portrayed 
through the death and resurrection of Jesus 
Christ, is that death precedes new life, and so a 
denial of darkness, suffering and death is a 
denial of life. This is the same insight as 
contained in Taoist philosophy that as in nature, 
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there can be no summer without winter, so 
without “dying to oneself” or “letting go”, 
there can be no new life: no new attitudes or 
perceptions, no new values or experiences, no 
new insights or ways of being (See Levine, 
1982, who draws on several traditions in 
articulating this theme). 

May (1987, p. 101) compares Thomas à 
Kempis in his Imitation of Christ .... “Be 
assured of this, that you must live a dying life’... 
[and] John of the Cross ‘He that knows how to 
die to all things will have life in all things’” with 
the Taoist view which says “‘to die but not to 
perish is to be eternally present’”. On a similar 
note, he points out (May, 1987, p. 103) that the 
Tibetan Book of the Dead is not just for the 
dead, but for the living, in the understanding 
that birth and death happen uninterruptedly in 
each human life. 

Willmott & Knights (1982), concerned with 
the development of a critical theory of work 
organization, elucidate a similar insight, relying 
on Mahayana Buddhism: 


A particular value of Mahayana Buddhism, Fromm 
observes, is that it “does not contradict the rationality, 
realism and independence which are modern man’s 
precious achievements”. 


... Fromm shows how, instead of looking upon frustra- 
tion and disappointment as a sign of a weak ego or as a 
fated feature of the human condition, Mahayana Buddhism 
regards this source of suffering as a sign of basic 
intelligence and emancipatory potential. The experience 
of disappointment exposes the incapacity of egoistic 
filters and defences to manage or manipulate the 
openness of human existence in ways that confirm their 
effectiveness. From the standpoint of Mahayana Buddhism, 
the psychological key to freedom lies in overcoming 
irrational strivings by attaining a genuine recognition 
and acceptance of the futility of pursuing an escapist, 
egoistic form of control over our existence. In contrast 
to Marx, who concentrates upon the social structural 
sources of this distortion, its focus is upon men’s 
egotistical preoccupation with controlling situations so 
as to secure a solid self. Only by abolishing or “letting 
go” of this preoccupation, it is argued, can we 
experience the world without egoistic attachment 
to our self-mediations (Willmott & Knights, 1982, 
pp. 217-218). 


Fox (1989, p. 63) quotes Bonhoeffer as stating 
that “peace is the opposite of security”. Security 
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of possessions, the security of reasoned argu- 
ments which depend upon subject—object 
distinctions and dualisms but can be “proven”, 
security of identity and the security of defini- 
tions and “clear-cut boundaries, which inevi- 
tably create dualities, do not lead to peace, but 
separation, alienation and existential anxiety. 
Thus the need for the individual to “die 
to” or “let go” of his or her attachment to 
‘these in order to find peace. As Watts (1979, 
p. 32) says, “when no risk is taken there is no 
freedom”. 

There is an increasing attraction of people in 
the Masculine West to the philosophies and 
psychologies of the East (Ferguson, 1980; 
Wilber, 1985; Ajaya, 1983). The Eastern cul- 
tures of China, India, Tibet and (previously) 
Japan may be seen as reflecting and reproducing 
the insights, values and conceptions associated 
with the Universal Feminine — inner, receptive, 
emptying, holist, intuitive and experiential. 
“The most important characteristic of the 
Eastern worldview ... is the awareness of the 
unity and mutual interrelation of all things and 
events, the experience of all phenomena in the 
world as manifestations of a basic oneness. All 
things are seen as interdependent and insepar- 
able parts of this cosmic whole” (Capra, 1983a, 
p. 141). Associated with this Feminine orienta- 
tion has been a lack of concern for the outer, 
active, analytic and reasoning potential, with its 
concern for material provision and progress. 
However, Western Masculine values and per- 
ceptions are now influencing the Oriental East. 

For people in the West, synthesis of Western 
Masculine values and conceptions with those of 
Eastern Feminine traditions may provide the 
means for an “inner marriage”, and liberation 
from the objectification of all life via the 
deification of material progress and reason 
(Wilber, 1985; Houston, 1987; Ajaya, 1983; 
Watts, 1969, 1972, 1979). 


Eastern philosophy has been gradually permeating all 
walks of life in the West while everyone laments the 
disappearance of the gentle East under increasing 
technological and industrial demands. Undoubtedly, 
there will be more freeways and polluting chimneys in 
the East while most great masters of the Orient are 
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emigrating one by one to the mountains and growth- 
center retreats in the West (Watts, 1979, p. 127). 


THE UNIVERSAL MASCULINE (YANG) AND 
UNIVERSAL FEMININE (YIN) IN MODERN 
PSYCHOLOGY 


Modern psychology, incorporating the in- 
sights and flowing on from the work of Carl 
Jung, confirms the idea of the inner marriage of 
polar opposites. The Feminine polarity within a 
man, Jung called the Anima, and the Masculine 
polarity within a woman, the Animus. This 
unconscious potential for inner realization is 
generally projected onto a partner and con- 
sciously related to by the individual through 
relating to that other person. Growth in 
consciousness occurs by withdrawing these 
projections back into one’s own consciousness, 
and seeing the other person for themself, and 
allowing them to be themself. The usual way of 
relating to these unconscious contents in the 
modern West is through sexual partnership 
and/or marriage because alternative psycho- 
spiritual paths for real-izing this union inwardly 
are not available in the rationalist, materialist 
culture (Jung, 1964, 1968; Progoff, 1981; Ajaya, 
1983; Sanford, 1980a). Sanford (1980a, p. 112) 
acknowledges that “to achieve this union of the 
Opposites within ourselves may very well be 
the task of life, requiring the utmost in 
perseverance and assiduous awareness”. 

Sanford (1980a, p. 66) evocatively describes 
the anima’s life-giving role: 


Masculine consciousness has been likened to the sun, 
and feminine consciousness to the moon. At noon 
everything is seen in bright outline and one thing is 
clearly differentiated from another. But no one can 
stand too much of this hot, bright sun. Without the cool, 
the moist, the dark, the landscape soon becomes 
unbearable, and the earth dries up and will not produce 
life. That is the way a man’s life becomes without the 
fertilizing influence on him of the feminine. Without a 
relationship to his inner world, a man can focus, but 
lacks imagination; he can pursue goals, but lacks 
emotion; he can strive for power, but is unable to be 
creative because he cannot produce new life out of 
himself. Only the fruitful joining of the Yin principle to 
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the Yang principle can stir up his energies, can prevent 
his consciousness from becoming sterile, and his 
masculine power from drying up. 


Caution must be exercised in generalizations 
about the attributes of the unconscious con- 
tents at the level of gender, or man or woman, 
because the contents of consciousness, and 
what is denied, and repressed in the unconsci- 
ous, is highly culturally dependent. So, for 
example, one cannot equate womanness in 
Western society with the Universal Feminine or 
Yin. Many women have been conditioned to the 
Universal Masculine or Yang way of being. For 
example, they prioritize reason and logic, 
accept hard hierarchies, and are motivated by 
and/or concerned about, and/or work towards 
material security. For such women, inner 
growth requires, as for most men in the 
Masculine West, the nurturing of their feeling 
and intuitive potentials, simply being rather 
than always actively doing, embracing silence 
and deepening in their interior, creating recep- 
tivity rather than constant productivity, and 
experiencing rather than reasoning. Such a 
direction does not involve an absolute denial of 
the Masculine or Yang, but a balancing and 
integration of it with the softness of the 
Feminine or Yin. A “dying to” or “letting go” of 
attachment to a way of being, creates the 
“space” for the creative amplification and 
extension of being, and paradoxically, re- 
empowers (Ajaya, 1983; Johnson, 1977b, 1986; 
Jung, 1968; Sanford, 1980a). 

A principle function of myth that has been 
almost lost in Western society, with its duality 
between the soft symbol and the hard real and 
its rejection of the validity of the former, is 
that of articulating the typical patterns and 
sequences of life in the Cosmos, in society, and 
in the individual psyche (Chetwynd, 1982, pp. 
276-278; Cirlot, 1971, pp. xliv; Campbell, 
1972; Houston, 1987; Sanford, 1980a, b; Johnson, 
1977b). 

At the level of the psyche, a crucial role of 
myth is as an articulator and guide to the 
patterns through which the archetypes of the 
Masculine and Feminine are real-ized and 
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integrated within a person. As Houston (1987, 
p. 101) puts it: “Myth is something that never 
was but is always happening”. Western culture 
impedes this growth process because it is one 
of the few cultures that demands a singular self: 


The genius of the child is to become what he behoids — 
dog, kitten, tree, bug, cloud. The child seeks understand- 
ing by incarnating the world. So as a child you were 
permitted to enjoy many and manifold selves. At a 
certain point they were declared unreal or inap- 
propriate, and your genius for identity was truncated. In 
some, this loss of psycho-ecology, of being permitted to 
have leaky margins with reality at large, can result years 
later in pathology. Because the yearning of the manifold 
self to complexify, is kept in a pressure cooker, it can 
eventually explode and fracture. If we can only 
recognize and encourage the healthy development and 
orchestration of our various selves, we will avoid much 
incipient neurosis and pathology (Houston, 1987, 
pp. 30-31). 


A number of authors show how myths, such 
as that of Psyche and Eros (Houston, 1987; 
Johnson, 1977a) and Parsifal and his search for 
the Grail (Johnson, 1977b) provide patterns for - 
guiding the unfolding of the unconscious 
Masculine and Feminine aspects of a person’ 
so that they may become fully conscious. 
Harding (1976) and de Castillejo (1973) show 
how myths such as that of Isis and Osiris 
elaborate a Feminine psychology. The Animus 
and the Anima, or inner Masculine and inner 
Feminine, have multiple aspects which myth 
illuminates. For example, Zabriskie (1974, cited 
by Sanford, 1980a, p. 110) describes how the 
five major goddesses of the upperworld in 
Greek mythology — Athena, Aphrodite, Demeter, 
Hera and Artemis — provide a kind of “typology 
of the feminine”. Each goddess he suggests is 
different, and each is “an image of a genuine, 
ancient, valid mode of the Feminine”. Such myths 
provide archetypes of ways of being that are not 
taught, acknowledged or encouraged in Western 
culture with its narrow norms of “wife and 
mother” and/or “working woman” (see also 
Bolen, 1985). 

As mentioned previously, myth can be over- 
particularized and over-intellectualized, in which 
case the “creative drive of the symbol ... is 
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restricted, and it is made to bear labels which 
are over-concrete, too materialized or inferior. 
Its metaphysical reality is arrested, and con- 
sequently a single plane of reality comes to be 
mistaken for the sum of all possible levels of 
symbolic meaning” (Cirlot, 1971, p. 1). Freud 
made this mistake. Seeing psychopathology 
against a background of the Oedipus myth, his 
method reverted to positivism and became 
reductionistic. “Instead of leading events back 
to ... myth ... Freud tried to base the myths 
on the actual behaviour of actual biological 
families, ultimately reducing the mythical to the 
pathological” (Hillman, 1977, p. 100, quoted by 
Ajaya, 1983, p. 84). This tendency of con- 
cretization, reification and reductionism is itself 
a product of the unbalanced Masculine orienta- 
tion of the West, including the European 
culture in which Freud was socialized. 

Ricoeur (1964, p. 239) expresses the damag- 
ing effects resulting from the concretization 
and reduction of myths, and the analytic 
separation of the world into non-interacting 
dualities such as that of good and evil: 


The harm that has been done to souls, during the 
centuries of Christianity, just by the literal interpreta- 
tion of the story of Adam, and then by the confusion of 
this myth, treated as history, with later speculations, 
principally Augustinian, about original sin, will never be 
adequately told (quoted by Fox, 1983, p. 51). 


THE UNIVERSAL MASCULINE (YANG) AND 
UNIVERSAL FEMININE (YIN) IN SCIENCE 


Modern science and psychology has dis- 
covered that the human brain is divided into 
left and right hemispheres providing a physio- 
logical correspondence with the age-old no- 
tions of the Universal Masculine and Feminine. 
The left cerebral hemisphere controls most of 
the body’s right side motor and neuromuscular 
functions, and the right cerebral hemisphere 
controls the left side of the body. The left 
hemisphere “is predominantly involved with 
analytic, logical thinking, especially in verbal 
and mathematical functions” (Ornstein, 1973, 
p. 52). This is the “‘masculine’ side ... having 
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to do with logic and rational thought and with 
such aspects of the personality as assertive- 
ness, aggressiveness and [if unbalanced by the 
Feminine] authoritarianism — in the Chinese 
cosmology, the yang” (Dychtwald, 1986, p. 30). 
The right hemisphere “is considered to be 
related to the feminine aspects of the character. 
Personality constructs such as emotionality, 
passivity, creative thought, holistic expression, 
and the yin, or receptive forces” (Dychtwald, 
1986, p. 30) (see also Lawlor, 1990). 

Western civilization, which dominates the 
world today, has invested almost exclusively in 
left-lobe processes in education, politics, econ- 
omics and religion (Lawlor, 1990; Ferguson, 
1980). Until this century, science was the leader 
in reflecting and reproducing the unbalanced 
Universal Masculine perspective. Modern 
science was preceded and accompanied by a 
development of philosophical thought which 
led to an extreme formulation of a dualism 
between spirit and matter. In the seventeenth 
century Descartes articulated a philosophy 
based on a fundamental division between two 
separate and independent realms — that of 
mind (res cogitans) and that of matter (res 
extensa). This Cartesian division allowed 
scientists to treat matter as “dead” and com- 
pletely separate from themselves, and to see the 
material world as like a huge machine consist- 
ing of a multitude of different and independent 
objects. Newton articulated the mechanistic 
worldview and it became the basis of classical 
physics, which because of its empirical success 
and because it legitimated and reproduced the 
unbalanced Masculine worldview, came to be 
considered a model for all the disciplines. From 
this viewpoint, the world was a mass of 
“objects” external to the observer, linear, 
divisible, logical and it could be penetrated and 
subjugated by reason (Rorty, 1980, 1983; 
Prigogine & Stengers, 1985; Capra, 1983a, b). 

The age-old intuition that Mother Nature is 
the archetypal embodiment of the Universal 
Feminine, in that she is the giver and nurturer 
of life (see Cirlot, 1971; Chetwynd, 1982) was 
known, but the reductionism and aggressive- 
ness of the unbalanced Masculine orientation 
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reduced this intuition to the hard physicality 
and materiality of gender: Nature was a female 
body, to be penetrated, with reason and 
scientific instruments, subdued, and used as a 
resource, as the following quote of Francis 
Bacon written in 1623 to James I indicates: 


For you have but to follow and as it were hound nature 
in her wanderings, and you will be able when you like to 
lead and drive her afterward to the same place again ... 
Neither ought a man to make scruple of entering and 
penetrating into these holes and corners, when the 
inquisition of truth is his whole object — as your 
Majesty has shown in your own example (Bacon, 1870, 
quoted by Merchant, 1983, p. 168). 


Merchant (1983, pp. 164-190) shows the 
influence of the witch trials which were taking 
place all over Europe in the early seventeenth 
century, on Bacon’s imagery, philosophy and 
language. Bacon frequently describes matter or 
nature as a “common harlot” whose passions 
are to be feared and thus should be disciplined 
and exorcized; “matter is not devoid of an 
appetite and inclination to dissolve the world 
and fall back into the old Chaos” (Bacon, 1870, 
p. 320, quoted by Merchant, 1983, p. 171). 

In the Masculine Birth of Time, Bacon 
(quoted by Merchant, 1983, p. 169) explains 
how the new man of science must not think 
that the “inquisition of nature is in any part 
interdicted or forbidden”. Nature must be 
“pound into service” and made “slave”, put “in 
constraint” and “molded” by the mechanical 
arts. The “searchers and spies of nature” are to 
discover her plots, secrets and crevices. 

Lawlor (1990, p. 75) estimates that the 
European witch trials, lasting for a four hundred 
year period and coming to an end in the 
_ eighteenth century, saw over four million 
women in Europe tortured and put to death for 
witchcraft. He suggests that these hunts “began 
within the psyche of the male” (p. 75) due to 
the emphasis on the Masculine realm of the 
intellect and reason, and the denial, repression 
and consequent fear of the sensuality and 
passions of the Feminine. Hirschman (1977) 
elaborates how the arguments for Capitalism 
and the legitimacy for Capitalism that they 
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created largely relied upon the controlling of 
the senses and feelings/passions by commerce. 
Foucault (1971) describes the birth of the 
category “madness” or “un-reason” and its use 
to categorize and discipline, all hose who 
refused or were unable to repress all but their 
reason. 

This aggressiveness of reason, unbalanced by 
love for nature, or intuitions about the inter- 
connectedness of nature, has resulted now in 
catastrophic destruction of nature: 


Ozone depletion, carbon dioxide buildup, chlorofluro- 
carbon emissions, and acid rain upset the respiration 
and clog the pores and lungs of the ancient Earth Mother 
... Toxic wastes, pesticides, and herbicides seep into 
ground water, marshes, bays, and oceans, polluting Gaia’s 
circulatory system. Tropical rainforests and northern 
old-growth forests disappear at alarming rates as lum- ` 
berers shear Gaia of her tresses (Merchant, 1983, p. xv). 


Capra (1983a, pp. 28-29) describes the 
extreme and alienating influence of Descartes’ 
philosophy. Descartes’ famous pronouncement 
“Cogito ergo sum” — I think, therefore I exist 
— has led Westerners to equate their identity 
with their mind, instead of their whole organism 
and senses and non-reasoning potentials such as 
feelings/passions and intuitive, holistic ways of 
knowing. Identified thus with their mind only 
or primarily, most individuals are aware of 
themselves as isolated egos existing “inside” 
their bodies, independently and separately from 
other people and the world: 


The mind has been separated from the body and given 
the futile task of controlling it, thus causing an apparent 
conflict between the conscious will and the involuntary 
instincts. Each individual has been split up further into a 
large number of separate compartments, according to 
his or her actvities, talents, feelings, beliefs, etc. which 
are engaged in endless conflicts generating continuous 
metaphysical confusion and frustration. 


This inner fragmentation mirrors our view of the 
world “outside” which is seen as 2 multitude of separate 
objects and events. The natural environment is treated 
as if it consisted of separate parts to be exploited by 
different interest groups. The fragmented view is further 
extended to society which is split into different nations, 
races, religious and political groups (Capra, 1983a, 
p. 29). 
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This century, however, in the face of increas- 
ing contradictions and anomalies within the 
Masculine .or Yang scientific view, science 
has moved in the direction of the Universal 
Feminine Yor Yin and a holistic worldview 
similar to the Eastern, Jewish and Christian 
mystical .traditions (Capra, 1983a; Merchant, 
1983, pp. xvi-xvii; Prigogine & Stengers, 
1985, pp. 292—293; Houston, 1987, pp. 15—19; 
Ferguson, 1980; Fox, 1983, 1989). The explora- 
tion of the subatomic world has revealed a 
“reality” which repeatedly transcends language 
and reasoning, and the unification of concepts 
which had hitherto seemed opposites and ir- 
reconcilable, typifies these explorations. Exam- 
ples of the unification of dualities in modern 
subatomic physics include that particles are 
now seen as both destructible and indestructible, 
matter as both continuous and discontinuous, 
and force and matter as both different aspects of 
the same phenomenon. Space and time are two 
concepts which had seemed entirely different 
but have been unified in relativistic physics. 
Particles such as electrons have been found to 
behave like waves, while waves such as light 
waves behave like particles, depending on 
the interdependent observer and experimental 
context. Context dependence, the relatedness 
of the observer to the observed, which is 
antithetical to mechanism and is part of the 
Feminine holistic world view, is a fundamental 
characteristic of matter (Capra 1983a). The 
new thermodynamics of Prigogine (Prigogine 
& Stengers, 1985) has replaced the closed and 
isolated systems (such as steam engines) view 
of classical physics with a thermodynamic 
view in which higher levels of organization 
can spontaneously emerge out of disorder, a 
view inconsistent with the mechanistic non- 
interactive and linear view of change. 

The recent emergence of chaos theory in 
mathematics suggests that deterministic linear, 
predictive equations, which form the basis of 
mechanism, may apply to unusual rather than 
usual situations. Most environmental and bio- 
logical systems, and ecological patterns, are 
coming to be seen as governed by complex 
nonlinear relationships rather than patterns 
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which can be adequately modelled by linear 
differential equations (Merchant, 1983). 

Capra (1983b, pp. 285-332) describes the 
emergent systems view of life, a “new vision of 
reality” which is growing out of biology, 
physics and chemistry, and which is reflecting 
and increasing an awareness of the essential 
interrelatedness and interdependence of all 
phenomena — physical, spiritual, biological, 
psychological, social and cultural. This holistic 
view transcends current disciplinary and con- 
ceptual boundaries and is being shaped by 
many individuals, communities and networks 
that are developing new ways of thinking and 
organizing themselves according to new prin- 
ciples (see also Ferguson, 1980; Prigogine & 
Stengers, 1985). 


It is fascinating to see that twentieth century science, 
which originated in the Cartesian split and in the 
mechanistic worldview, now overcomes this fragmenta- 
tion and leads back to the idea of unity expressed in the 
early Greek and Eastern philosophies (Capra, 1983a, 


p. 28). 
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The various schools of Eastern, Hebrew and 
Christian mysticism differ, but they all embrace 
the basic unity of the universe, which is the 
central feature of their teachings. The highest 
aim is to become aware of the unity and mutual 
interrelation of all things, to transcend the 
notion of an isolated individual self and to 
identify with the ultimate reality and see that 
“one is all, and all is one” (Ajaya, 1983; Capra, 
1983a; May, 1987; May, 1988; Wilber, 1985). In 
this “enlightened” consciousness, the cosmos is 
seen as “one inseparable reality — for ever in 
motion, alive, organic; spiritual and material at 
the same time” (Capra, 1983a, p. 29). Houston 
(1987, p. 17), like Bateson (1979), Capra 
(1983a, b) and Ferguson (1980), suggests that 
“with the premises of higher physics being 
consonant with. the knowledge of deeper 
mysticism, a new rapprochment is occurring 
between science and the sacred”. She suggests 
(p. 17) that Eros or the Universal Feminine is 
re-emerging to balance the Universal Masculine 
or Logos, “at a time when the breakdown of the 
old story leaves us desperate for love, for 
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security, for protection, for meaning. It leaves 
us yearning for a nurturing and cultivation of 
our whole being, that we might be adequate 
stewards of the planetary culture”. 


THE UNIVERSAL FEMININE (YIN) AND 
UNIVERSAL MASCULINE (YANG) IN 
RELATION TO CULTURE 


Subsequently in this paper, it will be shown 
that alternative research in accounting to 
mainstream research may be seen as a part of 
the re-emergence of the Universal Feminine or 
Eros; however, this section will briefly sum- 
marize some literature which has utilized 
the concept of the Universal Feminine and 
Masculine in relation to culture. 

Reference has already been made to Choud- 
hury (1988) and his investigation of the Yin “is- 
not”, or absence, of accounting, in contrast to 
the usual emphasis on the Yang “is”, or 
presence, of accounting. Probably the most 
commonly used operational model of culture 
used in accounting research is that of Hofstede 
(1983, 1984). (See, for example, Soeters & 
Schreuder, 1988.) Hofstede (1984) classifies 
cultures as Masculine or Feminine depend- 
ing upon their value orientation. “Masculine” 
cultures are those which have maximum sex 
role division; have a materialist “money and 
things” orientation; value performance and 
growth over quality of life and environment; 
live to work rather than work to live; have an 
achievement rather than service or caring ideal; 
strive for performance and achieving something 
visible, and showing off; have an independence 
rather than an interdependence ideal; empha- 
size decisiveness and not intuition; see “big and 
fast” as beautiful rather than “small and slow” as 
beautiful, and have a machismo (“ostentative 
manliness”) ideal and an ideal that men should 
dominate in all settings (Hofstede, 1984, p. 205, 
1983, p. 85). “In Masculine societies, the 
traditional masculine social values permeate 
the whole society — even the way of thinking 
of the women” (Hofstede, 1983, p. 85). 

In the more “Feminine” societies, the 
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dominant values and conceptions, for both men 
and women, are: minding the quality of life and 
the preservation of the environment; helping 
others, in particular the weak and unfortunate; 
“small and slow” are beautiful; puttifig relation- 
ships with people before money and things; the 
valuing of intuition over reason and decisive 
argument; an interdependence rather than 
independence ideal; men need not be assertive 
but can also take caring roles; sex roles in 
society should be fluid, and differences in sex 
roles should not mean differences in power 
(Hofstede, 1984, p. 205, 1983, p. 85). Accord- 
ing to this classification, “Masculine” countries 
include the entire cluster of Anglo countries and 
German-speaking countries of Germany, Austria 
and Switzerland, and “Feminine” countries 
include Denmark, Sweden, Norway, Finland and 
the Netherlands (Hofstede, 1984, 1983). 

Hofstede (1984, p. 209) suggests that in 
more Masculine countries, women’s liberation 
movements tend to be more aggressive and the 
ideal of women’s liberation is that women can 
be as assertive as men, “women try to beat men 
at their game”, whereas in more Feminine 
countries, women’s liberation movements tend 
to defend the reform of the entire society along 
the “Feminine” lines. 

Although Japanese culture has been highly 
influenced by Mahayana and Zen Buddhism and 
Taoist philosophy, many aspects of Japanese 
society and culture today reflect an embracing 
of the Western highly Masculine or Yang value 
orientation. Hofstede (1983, 1984) categorizes 
Japan as the most Masculine country in his 
study, and refers to Japan’s enormous pollution 
levels (1984, p. 209). However, whilst post- 
war economic reconstruction and adoption 
of Western aggressive industrialization and 
materialism means that Japan now has a strong 
Masculine or Yang orientation, many Eastern 
Feminine or Yin aspects of Japanese society are 
also evident. For example, whilst Hofstede 
(1984, p. 209) suggests a direct relationship 
between the strength of the Masculinity norm 
and the tendency to resolve industrial relations 
by open conflict, comparing British strikes with 
Swedish dialogue, McKinnon (1986, pp. 90-91) 
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points out that the Japanese seek to preserve 
harmony in their interpersonal decision-making 
processes through an emphasis on participa- 
tion, consultation and genuine reconciliation 
through anavoidance of direct confrontation. 
McKinnon (1986, p. 91) quotes Reischauer 
(1977, p. 226) as stating that in their pursuit of 
harmony, the Japanese lean “more towards 
subtlety and sensitivity than to clarity of 
analysis, to intuition rather than to reason, to 
pragmatism rather than theory, and to organiza- 
tional skills rather than great intellectual con- 
cepts ... they have never set great store by 
clarity of verbal analysis and originality of 
thought”. She points out that this emphasis on 
harmony in interpersonal relationships stems 
from the idea of the “yang and yin; that is, from 
the idea of complementary forces (lightness 
and darkness ) which alternate with and balance 
each other ... [which] allows no strict ‘good— 
bad’ dichotomy” (McKinnon, 1986, p. 90) (see 
also McKinnon & Harrison, 1985; Hariman, 
1990). - 

Pascale (1978, p. 155) points out that the 
Japanese do not have a word for “empty” but 
say a space is “full of nothing”, reflecting their 
acceptance of the reality and essentiality of 
the is-not or nothingness. He explains how 
Japanese executives operate within the “empty” 
space of business problems, allowing ambiguity 
as a “shroud of the unknown” surrounding 
certain events, and compares this to American 
business practices which focus on objects and 
objectives. For example, if merging two depart- 
ments appears desirable, American executives 
“make an announcement” thus naming and ob- 
jectifying the new situation. However, Japanese 
executives quietly shift into the “negative 
spaces” of the situation, informally merging 
procedures, increasing the flow of information 
across the boundaries, leaving the situation 
ambiguous until the employees involved become 
accustomed to the new composition. Only after 
they have grown used to the change is the 
situation formally recognized and announced in 
the Masculine or Yang sense (Pascale, 1978). 
Additionally, the Japanese do not have a term 
for decision-making in the Western sense: “this 
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linguistic curiosity reflects ... a tendency of 
the culture to acknowledge the ambivalence 
experienced when mastery of situations is im- 
perfect. Faced with difficult trade-offs, Japanese 
‘choose’ one over the other; Westerners like to 
think they decide” (Pascale, 1978, p. 155). 

Thus Japan reflects much of the Universal 
Feminine or Yin, as well as the materialistic 
productivity of the Universal Masculine. Indeed 
Japanese materialist “success” is largely attribut- 
able to its harnessing of the Yin human 
potential, in its embracing and rapid achieving 
of Western goals (see, for example, Hariman, 
1990). But, the “hard” Masculine quickly 
destroys the “soft” Feminine, as is seen in 
the decimation of “primitive” (the Western 
pejorative word for “soft” Feminine societies) 
cultures and economies, when penetrated by, 
or embracing, a Masculine cultural orientation. 
Thus a rapid adoption of Yang values, as in the 
case of Japan, is unlikely to result in a balancing 
and integration of the old Yin values, but rather 
their decimation. 

Whilst Hofstede (1983, 1984) categorizes 
the four Nordic countries and the Netherlands 
as the most Feminine cultures, this should be 
seen as relative to the sample of 50 countries in 
his study. The study did not include extremely 
Feminine cultures such as, for example, those 
of Australian Aborigines, American Indians, 
Malaysian Senoi and some African cultures. 
Within these cultures, there is no duality 
experienced between mind and body, or matter 
and spirit. The individual experiences themself 
as at one with the land, which is seen as an 
incarnation of spirit; time is cyclic and circular, 
turning and returning, as the alternation of 
night and day, winter and summer, death and 
birth; unity and permanence is perceived in 
change; Eros — relating, nurturing and caring 
— for the intertwined person, spirit, landscape, 
is the focus of society; and logic, reason, linear 
progress, history, and material productivity and 
efficiency play little role; reality is reflected and 
reproduced in symbols, myths and rituals, 
orally conveyed rather than objectified and 
concretized in written records, and most know- 
ing that the individual needs, arises intuitively 
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through myth, ritual, oral teaching, contempla- 
tion and dreaming (Castaneda, 1970, 1971a, b, 
1974, 1976, 1982; Kluckhohn and Strodtbeck, 
1973; Garfield, 1976; Faraday, 1974, pp. 3-7; 
Jung, 1964, 1983). 

Figure 1 illustrates the usual way in which 
Yin and Yang are depicted: 


A Chinese symbol of the dual distribution of forces, 
comprising the active or masculine principle (Yang) 
and the passive or feminine principle (Yin). It takes the 
form of a circle bisected by a sigmoid line, and the two 
parts so formed are invested with a dynamic tendency 
which would be wanting if the division were by a 
diameter. The light half represents the Yang force 
and the dark half denotes Yin; however, each half 
includes an arc cut out of the middle of the opposing 
half [and a circle including the polar “opposite”] 
to symbolize that every mode must contain within it 
the germ of its antithesis ... The Yang—Yin is a 
helicoidal symbol, that is, it is a section of the 
universal whirlwind which brings opposites together 
and engenders perpetual motion, metamorphosis and 
continuity in situations-characterized by contradiction 
... The vertical axis through the centre of the Yang-Yin 
constitutes the “unvarying mean” or, in other words, 
the mystic “Centre” where there is no rotation, no 
restlessness, no impulse, nor any suffering of any kind. It 
corresponds to the central zone of the Wheel of 
Transformations in Hindu symbolism, and the centre or 
the way out of the labyrinth in Egyptian and western 
symbolism. It is also expressive of the two counter- 
balancing tendencies of evolution and involution 
(Circlot, 1971, p. 380). 





Fig. 1. The symbol of Yin~Yang. 


Table 1 summarizes the most common 
symbols and attributes of the Universal Mas- 
culine or Yang, and Universal Feminine or 
Yin: i 
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TABLE 1. Symbols, qualities and attributes of the Universal 
Masculine (Yang) and Universal Feminine (Yin) 


Universal Masculine (Yang) 


Universal Feminine (Yin) 


Light Dark 

Sun Moon ad 
Air Earth- 

Day Night 

Mountain Cave 

Desert Sea 
Consciousness - Unconsciousness 
Sword Chalice 

Phallus Vagina 

Full Empty 

Exterior Interior 

Dry Moist 

Hard Soft 

Straight Curved 
Explicit Tacit 

Focused Diffuse 
Productive Receptive 
Action Stillness, silence 
Creative action Contemplation, meditation 
Doing Being 

Reason, argument , Experience 
Logic Intuition 

Left brain Right brain 


Logos, ideating 
Impersonal, objective 


Eros, relating 
Personal, feeling 


Analytic Gestalt 
Dualistic Holistic 
Quantitative Qualitative 
Linear _ Nonlinear 
Linear time, history Circular time, timelessness 
Sequential Simultaneous 
Cause—effect Synchronicity 
Progress, perfection Integration - 
Standardization Proliferation 
Material provision Nurturing 
Providing Caring 


Source: Cain, 1990; Capra, 1983a; Chetwynd, 1982; Cirlot, 
1971; Johnson, 1977a, b; Jung, 1964, 1968; Lawlor, 1990; 
Ornstein, 1973; Watts, 1979. 


ACCOUNTING: FILLING THE NEGATIVE 
SPACE 


In art, the spaces around objects are called 
“negative spaces” (Edwards, 1979, 1988). A 
drawing, painting or sculpture will not resonate 
beauty, truth or integrity, or work as a unified 
whole, unless the objects are balanced with 
negative spaces. In poetry, literature and music, 
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negative spaces — pauses, punctuations, rests, 
breaths and silences — balance the composi- 
tion and are an integral part of the creation. In 
nature, day is balanced by night, summer by 
winter, ane birth by death. The negative space 
is the Feminine, the is-not, the contemplative 
silence in which intuitive knowledge and 
subjective felt knowing arise from within; the 
dark, moist earth in which life spontaneously 
germinates and is nurtured. 

In the unbalanced Masculine culture, the 
very term “negative” is a perjorative term, 
because of the repression and consequent 
unconscious fear (Lawlor, 1990) surrounding 
the realm of the Universal Feminine and all that 
is born from the Feminine is-not. In our 
unbalanced Masculine society which, having 
penetrated and decimated softer Feminine 
cultures, is now almost planetary-wide, there 
is no word which is not a pejorative term, for 
the Feminine: “empty”, “passive”, “receptive”, 
“non-doing”, “still”, “silent”, “soft”, are all 
“negatives”, in the unbalanced Masculine sense. 
For this reason, the artistic term “negative 
space” is used here, for the Feminine or Yin 
space, which barely arises, because of the 
filling of all space with the incessant speaking 
of the language of accounting, and the con- 
sequences of its idolization. The present world 
order, and the lived experience of most people 
in it,’is substantially influenced by the con- 
cepts and consequences of accounting: manage- 
ment accounting, financial accounting, national 
and government accounting, and international 
accounting. The language of accounting is the 
arch-communicator and social constructor of 
unbalanced Yang consciousness, society and 
environment. As this section will elucidate, it is 
hard, dry, impersonal, objective, explicit, outer- 
focused, action-oriented, analytic, dualistic, 
quantitative, linear, rationalist, reductionist and 
materialist. 

From the viewpoint of accounting practice 
there is a “hard” world “out there”. There is 
an “economy” in society, and in that “economy” 
there are discrete and bounded “entities” which 
are quantifiable, inasmuch as accounting prac- 
tices can “measure” them, in hard numbers. 
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Measurements can be made of their “size” (e.g. 
gross assets, net assets, turnover), “stability” 
(eg. debt to equity number), “health” (e.g. 
capital plus net profit), “growth” (e.g. net profit, 
or the extent to which capital is “bigger” at the 
end of one period than it was at the beginning, 
after adjustments for capital injections and 
withdrawals) and their “yield” (e.g. dividends to 
profit, or net assets). “Real things and events 
that affect a dynamic and complex business 
enterprise are represented in the financial 
statements by words and numbers, which are 
... symbols of the real thing” (FASB, 1984, par. 
21). The financial statements are like a “model”, 
which is “no more than a representation of 
certain aspects of the real world” (FASB, 1980a, 
par. 76 and footnote 10) (see Hines, 1988, 
1991). 

Accounting reports are a “full” picture of an 
entity’s hard reality: “freedom from bias, both in 
the measurer and the measurement method, 
implies that nothing material is left out” (FASB, 
1980a, par. 79). The only problems which arise 
in quantitatively measuring these concrete 
entities are the problems which attach to any 
measurement task, for example, error, distor- 
tion, approximation, losing things, differences 
of opinion and lack of experience (FASB, 1980a, 
b). The job of the accountant is to work out 
whether “elements” (FASB, 1980b) of a business 
enterprise have become real-ized, and if they 
have, to “recognize” that and then measure them. 
The numbers so derived can be added and 
subtracted, as in the Income Statement and 
Balance Sheet; in fact this is necessary in order 
to calculate whether the entity is “bigger” or 
“smaller” than it was previously and by how 
much. “Financial Statements involve adding, 
subtracting, multiplying and dividing numbers 
depicting economic things and events” (FASB, 
1978, par. 18). 

The same principles can be applied in 
working out how big or small a “government” 
is, for example, by adding and subtracting all its 
“in” comings and “out” goings to calculate, say, 
a Gross Surplus or Deficit. A “nation” can be 
measured the same way, through a number like 
Gross National Product. Since this hard reality 
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is divisible, and independent “parts” of it can be 
recognized, they can be separately measured, 
such as different “sectors” in the “economy”, 
different “departments” in the “government” or 
different “divisions” in an “entity”. 

This involves no subjectivity. The whole 
process is seemingly objective, because the 
objects exist externally to the person measuring 
them: “accrual accounting provides measures 
... rather than evaluations” (FASB, 1978, p. 48). 
The accountant simply has to focus on the 
realized objects, which are “owned” by the 
entity, and which can be financially quantified, 
being alert not to become distracted by other 
things which are around but “outside” them. 
Externalities, such as pollution, chemical poison- 
ing, consumption of non-renewable objects, pri- 
mary products dumping in a world of starva- 
tion, exporting of profitable but toxic products 
to unregulated Third World countries, threats 
to world peace, or any forms of suffering 
inflicted on people through the quest for profit, 
are not considered in accounting, because 
these are subjective, “soft” and unmeasurable, 
and they are essentially separate from the “entity” 
and, therefore, can be clearly distinguished 
from the entity itself. Shareholders, creditors 
and directors need not feel any responsibility 
for these factors, because the beauty of net 
profit and other financial statement items is 
that they exclude feelings, and are confined to 
hard measures. These measures can be inde- 
pendently verified, using accounting concepts 
and reason, thus further verifying that nothing 
important is missing from them. Furthermore, 
financial statements include only items which 
have a market value in the present, or at least 
have had such a value which has been paid or 
committed to be paid by the entity, in the linear 
past, and is likely to be “real-ized” in the 
“future”. Thus the objectivity and fairness of 
accounting is ensured, because markets are 
objective and impersonal. 

The world, through the penetrating gaze 
of the accounting eye, and the razor-sharp 
sword of accounting reason, can be cut up, 
into dualities. Inner and subjective can be 
distinguished from outer and objective. Subject 
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can be differentiated from object: the account- 
ing measurer must inject no subjectivity into 
their accounting measures — they must not 
confuse their existence, thoughts or expecta- 
tions, with the entity they are#measuring, 
because entities exist concretely and inde- 
pendently of both those who measure them and 
their measurement concepts, instruments and 
practices. This means that accounting informa- 
tion can “provide evenhanded, neutral ... 
unbiased information” (FASB, 1978, par. 33). 

Not only are employees, creditors, the environ- 
ment and the “rest” of “society” seen to be 
different from, and “outside” the boundary of 
the entity, but also the owners are seen to be 
separate from the entity. This enables the 
accountant to separate the private affairs of the 
owner and those of the business. For example, 
payments by the owner from an entity’s bank 
account for personal items such as living 
expenses or entertainment are recognized as a 
personal withdrawal and not an expense. It is 
the “viewpoint” of the entity, rather than any 
people associated with the entity, that is 
adopted for accounting purposes. 

A distinction can even be made between 
concepts and practices. In relation to the 
recognition and measurement problems sur- 
rounding “goodwill”, the FASB (1980a, par. 63— 
64) explains that if a financial statement reader 
is familiar with accounting practice, then they 
will understand the concept of “goodwill”, and 
if not, then they probably will not be able to 
make sense of the concept. 

The ultimate machismo power for those who 
adopt the accounting “way of seeing” is conferral 
of the ability to see and create ultimate 
distinctions. The Excalibur of accounting know- 
ledge empowers its bearer to cut the Real from 
the False: “the moral is that in seeking com- 
parability accountants must not disguise real 
differences nor create false differences” (FASB, 
1980a, par. 119). 

Thus accounting practices aid and reflect the 
“activity” of organizations. Accounting communi- 
cates how “productive” and “efficient” an entity 
has been during a period. The ideal is to maximize 
economic activity, productivity and efficiency, 
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as measured by market values. Here, “produc- 
tivity” refers only to production of the material 
— hard cash — not the production of psychic, 
emotional or any form of inner subjective, soft, 
wealth. “Aissset ... embodies a probable future 
benefit that involves a capacity, singly or in 
combination with other assets, to contribute 
directly or indirectly to future net cash inflows” 
(FASB, 1980b, par. 20). 

The “time” which accounting creates and fills 
is linear and divisible. Time is cut up into 
accounting “periods”, and standardization of 
accounting practice is important so that there 
can be meaningful comparisons of the “sizes”, 
“growth”, “yields” and so on, of different 
entities, for the “same period”. 

Time consists of “past”, “present” and “future”, 
which exist side by side in a “line”, which runs 
from the “past”, through the “present”, and into 
the “future”. Even though the “past” is a memory, 
and the “future” an expectation, that is, they are 
both inner, soft and subjective, this seems not 
to be the case, because most people including 
accountants and accounting information users, 
have this same experience of “time”. Being 
interpersonally comparable, this conception of 
“time” is taken to be a concrete reality “out 
there”. 

Since the “future” exists, it is necessary to 
make an assumption about whether an entity will 
continue “into” it, or not. A fundamental assump- 
tion_of accounting is the “continuity” assumption. 
This assumption usually enables the accountant 
to measure the entity on the basis that what it 
paid or committed to pay in the “past”, for 
“elements” which can be turned into cash or 
used to create “growth” in the “future”, can be 
recognized and measured in the financial state- 
ments. Linear divisible time enables the 
“elements” of the entity to be cut up and 
“matched” with separate bits of time over the 
length of the line of time, for example, in depre- 
ciation, amortization and overhead allocations. 

Linear, divisible time is crucial to accounting 
practice, because without this kind of time, 
there could be no “progress”. Entities could be 
seen to simply exist, in an ever-present “now”, 
or they could be seen as existing and ceasing to 
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exist, in circular or cyclical time. This would 
mean there could be no “progress”. But the 
accountant sees an entity as having a “past” 
“history”, and continuing “into” a “future”; thus 
the entity can “progress”. Linear time is essential 
for “progress”, because the accounting concept 
of “growth” (profit) and “contraction” (loss) 
involves comparing the “size” of the entity in 
the “present” with its “size” in the “past”. 

Linear time also enables “forecasts” of “future” 
possibilities for the entity. Forecasts are imag- 
inary, and hence are inner, soft and subjective, 
but the quantification of expectations penetrates 
this softness, and concretizes or object-ifies 
them, enabling them to be treated as “hard” and 
“out there”. So, for example, “future” “perform- 
ance” of the entity can be imagined, and then 
when quantified it can be taken seriously as 
“real”. This process is an important one for 
“progress” and for the control and disciplining 
of people, without which, “progress” is unlikely 
to take place. For example, “within” the entity, 
through the process of budgeting, this objectifica- 
tion of imagination highly motivates people, 
because if, when the “future” actually happens, 
there turns out to be a difference between 
the imagined “growth” and the “real”, then the 
cause of this is identified, and the people 
responsible for “causing” it can be punished, or 
rewarded. 

This same objectification of imagination 
“causes” many and various “effects” on people, 
entities, governments and nations. Crucial 
decisions around the world are made on the 
basis of “expected” accounting information, as 
well as, of course, “actual” or “real” accounting 
information. 

Finally, accounting practice is objective and 
impersonal in the dividing up and distributing 
of parts or all of entities. Payments and 
distributions of entities are made on the basis of 
enforceable, legal claims. The “economy”, which 
consists of economic entities, does not survive 
and “grow”, in accounting terms, by nurturing 
and caring for people, animals and the environ- 
ment, and so it would not be “rational” or 
“reason-able” to make distributions based on 
needs. 


FILLING THE NEGATIVE SPACE 


MAINSTREAM ACCOUNTING RESEARCH: 
COMPLETELY FILLING THE NEGATIVE SPACE 
AND CONCRETING IT 


Mainstream financial and management 
accounting research investigates the hard “what 
is” that is “out there”. The “economy” exists 
within society but is separate from the social 
and ecological fabric, and hence accounting 
researchers can adopt a hard focus on economic 
phenomena in isolation from the “surrounding” 
society and environment. The “hardness” of 
reality enables the slicing of it into “variables” 
which, when proper methodological “controls” 
are implemented, cut out the surrounding 
complexity of reality. 

The identification of “variables” that are “inde- 
pendent” and drive variables that are “depend- 
ent”, enables conclusions of “cause” and “effect” 
and ascertainment of “universal laws”. Thus 
reality is external to the observer, hard and 
material, reducible to numbers, and works in a 
linear, non-interactive way, rather than in a 
bidirectional and interactive way. Therefore, 
essentially the only language necessary to describe 
this reality is mathematics, especially statistics 
and econometrics (Chua, 1986a; Hines, 1989b; 
Neimark & Tinker, 1986; Tinker, 1988). 

From the mainstream accounting research 
perspective, “time” is linear, but “future” time 
is much “harder” than from the everyday 
commonsense perspective. This combines with 
“perfect knowledge” of reality, leaving absolutely 
no negative spaces. For example, there is a 
“perfect market” for managers. It is all-seeing 
and all-knowing. It penetrates everything, even 
the “future”. Thus managers’ utility functions 
may be discerned (even though they are inner 
and subjective) and full marginal adjustment is 
made by all parties.” 

Since reality, such as managers, organizations, 
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the accounting profession and capital markets, 
is objective, fully knowable and fully knowing, 
and exhibits constant relationships, the “future” 
can be predicted, enabling control and man- 
ipulation of people, organizatio# and the 
“economy”. An objective of mainstream research 
is to provide this objective and impersonal 
knowledge, as an aid to others, such as business 
entities, accounting standard setting boards, the 
accounting profession, governments and so on, 
for technically controlling the present and the 
future (Chua, 1986a; Hines, 1989a; Neimark & 
Tinker, 1986; Tinker, 1988). 

From the mainstream perspective economic 
reality is seen to be stable and orderly, and 
“natural” in that it “just happens”. What happens, 
is not seen as the product of power relations, 
and conflict is seen as an un-natural or “dysfunc- 
tional” state of affairs, which accounting know- 
ledge can help to address and eliminate. Capital 
markets, for example, are seen as natural, 
inevitable and completely impersonal. The 
impersonal “forces” which markets contain, 
represent an ideal to mainstream researchers, of 
“efficient” financial functioning, objectivity and 
impartiality, and much mainstream research is 
oriented to defending this view and providing 
support for those whose material and ideo- 
logical interests coincide with non-regulation 
of markets. 

Empty spaces that occur in the observational 
domain, such as the collapse of corporations, 
are not noticed in mainstream research, because 
the focus is on aggregates, to enable generaliza- 
tion. Aggregation requires the maintenance of 
distance from what is being observed, and the 
reduction of reality to numbers. Actual involve- 
ment, such as participant observation, blurs the 
sharp focus with a haze of complexity and 
mystery. Thus complete separation from the 
phenomenon being studied is seen as the ideal 


2 “An individual (whether a shareholder, non-managing director or politician) will adjust a firm’s accounting numbers for a 
change in accounting standards up to the point that the marginal cost of making the adjustment equals the marginal 
benefits” (Watts & Zimmerman, 1978, p. 116). “Bondholders and shareholders anticipate the manager’s behavior and 
appropriately discount the price of the bonds or shares at the time of issue” (Watts & Zimmerman, 1979, p. 276). “If these 
directors do not adjust the plans, management compensation rises and share price falls by the full discounted present value 
of the additional compensation” (Watts & Zimmerman, 1978, p. 116). 
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method of learning about it, to enable total 
objectivity and aggregation of enough data to 
draw out generalizable inferences. 

From “outside” the mainstream perspective, 
it can be s that the human suffering involved 
in corporate collapses is largely a result of non- 
disclosure of information to capital markets. As 
corporations erode capital through undisclosed 
losses, they issue further debt and capital, 
which when lost by people and entities is a 
source of suffering. However, this is of no 
concern to mainstream accounting researchers 
for a number of reasons. Firstly, they see 
“competing sources of information” to account- 
ing information coming into the market. (But 
because there is no study of the inner, soft, 
unmeasurable processes of social agents, it is 
not seen that there is an asymmetry in the 
information being made publicly available to 
capital markets: people do not like to disclose 
“bad” information, due to the adverse con- 
sequences of doing so which constitute a 
positive disincentive to disclosing “bad” infor- 
mation, in the absence of regulation to do so.) 
Additionally, the all-seeing, all-knowing “perfect” 
market for managers would know if a corporate 
manager seriously shirked telling the truth, and 
discount the value of him, and his corporation. 
But, more importantly, issues concerning cor- 
porate collapses do not concern mainstream 
accounting researchers because it is “soft” and 
would draw them into feeling for victims of cor- 
porate collapses, and empathetically experienc- 
ing their suffering and loss, and thus losing their 
objectivity. Furthermore, the Social Darwinism 
that underlies mainstream research — survival 
of the “fittest” corporations and people — means 
that it is only corporations that are “weak” in 
some sense which do not survive, and so, 
despite the unfortunate consequences, it is 
rational and therefore desirable that they should 
collapse. Non-survival is a hard fact of nature 
and mainstream researchers are tough enough 
to live with that fact. They even subject their 
research to this machismo test, as an ultimate 
arbiter of worth: “the methodological criticisms 
[of positive theory] have failed the market test 
because they have had little influence on 
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accounting research. Researchers have not 
changed their approach. Referees and editors of 
journals have not asked researchers to alter 
their methodology” (Watts & Zimmerman, 
1990, p. 149). 

Mainstream researchers see and maintain 
very clear boundaries around themselves, as 
separate objective observers, and around the 
objects of their study. From the heights of the 
mainstream research look-out, one does not see 
the empty spaces that have been left in the 
concrete reality of people, species, cultures, 
and the Earth, by the operation of capital 
markets. If a closer look is taken, and the empty 
space observed, it can be filled, with a rational- 
ist logic which argues that the slaying of these 
unfit, inefficient aspects of reality proves how 
efficient and impersonal markets are, and how 
they strengthen reality by eliminating the 
“failures”. 

In the mainstream worldview, people are not 
sentient constructors and changers of the social 
reality which surrounds them, but rather passive 
objects observed by the researcher, entities 
that possess certain “characteristics” such as 
certain leadership and budgetary styles, or they 
may be characterized as being information- 
processing mechanisms (Chua, 1986a, pp. 606, 
611). 

Mainstream management and financial 
accounting research sees people as essentially 
the same and standardized, that is, as goal- 
setters who “maximize utility” relying on their 
reason. They are materialistic, opportunistic 
and greedy and act unreservedly in their own 
narrowly defined self-interest with, if necessary, 
guile and deceit (Noreen, 1988). Their oppor- 
tunism includes shirking and stealing (Watts & 
Zimmerman, 1986, p. 185). In a world where 
nobody can be trusted, everything has to be 
contracted, implicitly or explicitly, and so a 
major focus of mainstream research is contracts. 

What goes on “inside” people is soft, sub- 
jective, unobservable and personal, and is not 
the concern of mainstream accounting research. 
This is especially so with respect to the interior 
experience of the researcher. They must main- 
tain a strict subject—object distinction and this 
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is most achievable via empiricism, Once one 
moves from observations of the outside object- 
world, into subject-ive ontological reflection, 
epistemological contemplation or deep critical 
questioning about what one is doing, one has 
failed to achieve the ideals of mainstream 
research. 

Mainstream research is extremely hard, dur- 
able and unchanging, because of the system of 
controls, and inner ideals of researchers, which 
mitigate against any substantial criticism or 
change. “Fine tuning of the machine” is en- 
couraged, such as adjusting the nuts and bolts 
of the statistics, the measurement “instruments”, 
the observation procedures, the quality of the 
data, and so on, and so there is abundant 
replication. However, there is no fundamental 
questioning of the mainstream worldview from 
within it. Mainstream journals, such as The 
Accounting Review and the Journal of Account- 
ing Research do not publish critique papers, 
unless they include either solutions to the 
problems they raise, or a “new and better 
theory”, so that the empty space created by 
such a critique paper can be instantaneously 
and efficiently filled. The “market test” (i.e. the 
extent of the influence on accounting research, 
Watts & Zimmerman, 1990, p. 149), of the 
worth of research, in this regulated market for 
accounting research, ensures that mainstream 
researchers are confirmed in their worldview 
by an absence of publications which might 
soften or change their hard paradigm. 

Accounting discourse and accounting prac- 
tice reproduces, reifies and legitimizes the 
everyday or common-sense worldview (Hines, 
1988, 1989a, b, 1991). The dominant, planetary, 
common-sense worldview has been described 
as an un-balanced Yang worldview in this 
paper. Even though mainstream researchers 
maintain that their research is separate from 
reality and does not influence it, mainstream 
financial and management accounting research, 
like accounting practice, reproduces, reifies and 
legitimizes the worldview of the Universal 


333 


(d 
Masculine or Yang. Despite an ideal of 


separation from society, mainstream re- 
searchers, by instilling their views into 
students, colleagues and institutions, and 


promulgating and defending thea” views in 
society, do change society. They move the 
world further in the direction in which they see 
it as now being — like Lot’s wife, changed to 
stone.’ 


ALTERNATIVE ACCOUNTING RESEARCH: 
CREATING THE NEGATIVE SPACE 


The potential named the “Universal Feminine” 
or “Yin” in this paper, is inherent in all exist- 
ence, and cannot be permanently repressed and 
denied. Within all the disciplines there is 
currently occurring a painful “dying to” and 
“letting go” of the un-balanced Yang vision of 
the world, which has progressively and accel- 
eratingly filled all space — thought, ways of 
seeing, relationships, decisions, choices and 
behaviour. Nowhere have the energies of the 
Feminine or Yin been more repressed than in 
accounting practice and discourse, and main- 
stream accounting research. Now, however, 
like many others in many disciplines and walks 
of life, many accounting researchers are allow- 
ing the energies of the Feminine, repressed in 
the unconsciousness by a culture which denies 
any stirrings of the Universal Feminine, to rise 
to consciousness and be real-ized. 

These researchers are not afraid of, but seek, 
the dark: the is-not (Choudhury, 1988), the 
silence (Arrington & Francis, 1989), the dif- 
ference (Shearer & Arrington, forthcoming), 
the inner, soft and subjective (Boland, 1989; 
Hoskin & Macve, 1986, 1988; Knights & 
Willmott, 1985, 1989; Knights & Vurdabakis, 
forthcoming; Miller, 1987; Miller & O'Leary, 
1987; Miller & Rose, 1988; Roberts, 1991, 
Walsh & Stewart, 1988; Willmott, 1986; 
Willmott & Knights, 1982). 

Hopwood (1990, p. 16) calls for views which 


3 Cirlot (1971, p. 253) explains the symbolism of myths of petrification (i.e. being turned into stone) as relating to an 
arresting or petrifying of the impetus to moral progress and “evolution of the soul”. 
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illuminate “both how accounting became what 
it was not and how it might become what it 
currently is not”. Choudhury (1988) discusses 
the creative life-giving role of non-existence, 
non-happéSings, zero and absence, especially 
the richness of “absence research” (p. 550): 


Fleming’s serendipitous discovery of penicillin was 
instigated by the absence of bacterial growth in 
some parts of the laboratory culture. In some disci- 
plines, certain types of absences have attained signifi- 
cance as phenomena worthy of study in their own 
right (rather than as counterparts to presence), 
for example, poverty (absence of wealth) and 
deviance (absence of conformity) in sociology; negli- 
gence (absence of care) in law; amnesia (absence of 
memory) in psychiatry, a free market (absence of 
regulation) in economics and so on (Choudhury, 1988, 
p. 550). 


Water is a symbol of the Universal Feminine. 
It is moist, soft, flowing and receptive, strong 
enough to wear away mountains, and unafraid 
to plunge into the dark, empty space of the 
abyss (Grigg, 1989; Watts, 1979). Arrington & 
Francis (1989) embrace deconstruction “to 
affirm the abyss” in the domain of knowledge 
and thus affirm the permanent possibility of 
social change (p. 9). They wish to “restore life 
to its original difficulty which modernism and 
metaphysics have veiled and caused us to 
forget” (p. 9). They use deconstruction to resist 
“closing off the conversational space of account- 
ing research” (p. 7), to create a “moment of 
negation” (p. 8), to encourage the discovery of 
“what is not said” (p. 8). Likewise, Shearer & 
Arrington (forthcoming) are not interested in 
reproducing discourse which fills space with 
the sameness of what now exists and silences 
all difference, but rather they wish to focus 
on “all that has been excluded from the 
symbolic and social orders ... [and] to speak 
from the space of negativity within Western 
discourse” (p. 4). 

Klamer & McCloskey (1989, p. 18) claim that 
“our culture is awakening from a modernist 
dream of three-and-one-half centuries duration”. 
They vividly capture the dry barrenness, and 
tyranny, that results from the repression of all 
that is of the Universal Feminine: 
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By “modernism” we mean the claim to practice Science 
as we understood the term in high school. Extract from 
life if you can what is ... value-laden ... ethical, cultural, 
tacit, skillful, smooth, curved — all things counter, 
original, spare, strange; and what will be left is modernism. 


... Modernism has urged us since the 17th century 
and with increasing stridency during the 20th century 
to dismiss as doubtful or worse that which does 
not come from formal and quantitative experiments 
directed at testing the implications of higher-order 
axioms; it has urged us to leave strictly to the side the 
matters of moral force and human meaning. 


... It is mainly an academic creation, taking its ideas of 
science from the blackboard and its ideas of science 
policy from the army. It shows therefore in many parts 
of academic life, in academic procedures for promotion, 
for instance, which require not reading and reflection 
and earnest argument by the candidate’s immediate 
colleagues but a putatively objective Procedure resem- 
bling Prussian bureaucracy, and having many of its 
charms. 


... It has been a useful dream, but it is time ... to wake 
up (Klamer & McCloskey, 1989, pp. 17-18, 20) 


Klamer & McCloskey (1989) suggest “the 
wake up bell has sounded” in many disciplines. 
Poliner (1974, 1989) makes it clear that 
mundane reasoning (that is, ordinary, everyday, 
common-sense reasoning, which is the same 
reasoning which underlies all rationalist dis- 
course, including accounting and mainstream 
accounting research discourse, see Hines, 1991) 
is essentially occult. Common-sense reason 
creates a world, and there is no escape from 
that world unless one “empties” oneself. Our 
very knowing, traps us in the world as we know 
it, and as our knowing constitutes it, and as this 
knowing constitutes us, and traps us in it. In 
Hindu philosophy, this web of illusion in which 
we are trapped, which we call “reality”, is 
called “maya” (see also Ajaya, 1983; Capra, 
1983a; Chetwynd, 1982; May, 1988): 


The spider is a symbol with three distinct meanings; 
sometimes they merge or overlap, sometimes one or the 
other predominates. The three meanings are derived 
from: (i) the creative power of the spider, as exempli- 
fied in the weaving of its web; (ii) the spider's 
aggressiveness and (iii) the spider's web as a spiral net 
converging towards a central point. The spider sitting in 
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its web is a symbol of the centre of the world, and is 
hence regarded in India as Maya, the eternal weaver of 
the web of illusion. The spider's destructive powers are 
also connected with its significance as a symbol of the 
world of phenomena ... Spiders, in their ceaseless 
weaving and killing — building and destroying — 
symbolize the ceaseless alternation of forces on which 
the stability of the universe depends. For this reason, the 
symbolism of the spider goes deep, signifying as it does, 
that “continuous sacrifice” which is the means of man’s 
continual transmutation throughout the course of his 
life (Cirlot, 1971, p. 304). 


Maya is the “consensus reality orientation” 
or “consensus trance” or “cultural trance” 
from which we need to “wake up” (Tart, 1986). 
As Ajaya (1983, p. 251) states it, drawing on 
the Western psychology of Jung, and Eastern 
traditions: 


When one moves to a more evolved mode of con- 
sciousness, the perspective changes, and what had 
seemed to be important and real becomes insubstantial 
and unimportant ... One passes through a series of evolu- 
tionary changes. Each time he awakens from one dream, 
he finds himself enmeshed in a more subtle dream. This 
process continues until he reaches unitary consciousness. 


As Houston (1987, p. 104) puts it, “soulmaking 
requires that you die to one story to be reborn 
to a larger one”. 

Foucault’s (1971, 1979, 1982) intellectual 
contribution lies in articulating the power— 
knowledge web, in explaining how “the will to 
exercise dominant control in society and 
history has also discovered a way to clothe, 
disguise, rarify and wrap itself systematically in 
the language of truth, discipline, rationalist, 
utilitarian value and knowledge” (Said, 1983, 
p. 216, quoted by Neimark, 1990, p. 106). It 
seems that Foucault, given his commitment and 
attachment to the path of the intellect and 
reason, did not transcend and escape the inner 
and outer cultural web: 


According to Foucault, we cannot escape from the 
regimes of power/knowledge to some transcendental 
regime of emancipation and truth (one which is not one 
more production of power) ... The best we can do is 
move from one regime of power/knowledge to another 
... We are caught in a web without a spider ... and there 
is no escape (Neimark, 1990, p. 107). 
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Neimark (1990) voices concern that account- 
ing research which draws on postmodern phil- 
osophers such as Foucault (e.g. Burchell et al, 
1985; Loft, 1986; Knights & Collinson, 1987; 
Miller & O'Leary, 1987; Hopwood87b) may 
ultimately not be radical but “neo-conservative” 
(p. 108) due to “the combination of disem- 
powering rhetoric, an absence of emancipatory 
possibility and the lack of interest in the 
material world” (pp. 108—109). Furthermore, 
“how can Foucault know what he claims 
without some general concepts, without a 
theory?” (p. 108). 

Neimark suggests that these scholars who 
draw inspiration from postmodern philosophies 
such as Foucault “are caught in a web of power 
relations, and free-floating language games, 
discourses and ad hoc constellations that they 
endlessly and ‘neutrally’ describe” (1990, p. 
110). As such, they are not sufficiently com- 
mitted to the “material world of work and 
power” or to “social change” and are “not 
merely ignoring, but being actively hostile 
to, the broader materialist emphasis of Marx” 
(p. 107). 

From the perspective of this paper, her 
concerns seem to come from an old dream, 
from which many accounting researchers are 
waking, in which negative spaces were not 
allowed. In waking from this dream, researchers 
allow the lack, abyss, emptiness and absence: 
the lack of an empowering rhetoric, an absence 
of emancipatory possibility, a lack of interest in 
materiality, a lack of rationalist concepts, a lack 
of theory, a spiritual darkness of not knowing 
how to “solve” the world’s ills, or how to 
release oneself from the captivity of reason and 
discourse. They have a readiness and courage to 
stand, un-accountable. 

From this perspective, there 7s no spider in 
any ultimate sense — no “cause” beyond 
rationalist thinking, no concrete “structure” 
which exists separately and independently of 
perceptions and social practices, no dualities 
beyond dualistic thinking. The message of the 
spider is that there zs no ultimate spider — 
no explicit, exterior, hard, objective “cause” 
or “perpetrator”, or “persecutor”, neither “social 
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structure”, “capitalism”, “class” or “gender”. Thus 
there are no simple, explicit, uniform, action- 
oriented, efficient cures for society’s many ills. 
Prematurely filling the negative space created 
by this pertwption relieves the pain and frustra- 
tion accompanying it, but it is an illusory cure. 
The contribution of the research which draws 
on postmodern philosophers, cited by Neimark, 
is to show that reason and rationalist dis- 
course are a web, the realization of which 
is an essential precursor to escaping or tran- 
scending this web, and becoming an emanci- 
patory influence for others. (Nevertheless, her 
caution is congruent with the perspective 
of this paper, to the extent that any new 
mode of analysis or description can become 
concretized and “enshrined as the New Method” 
(Neimark, 1990, p. 106) and then come to 
reproduce the un-balanced Masculine world- 
view.) Watts (1979, p. 54) discusses reason as 
a game of artificially imputting cause and effect 
namings: 


[In the game of the] basic law of cause and effect ... we 
think that lack of rain causes a drought, and a drought 
causes famine, and famine causes death. But lack of 
rain, drought, famine, and death are simply four 
ways of looking at, and describing the same event. 
Given living organisms, lack-of-rain = death. The notion 
of causality is simply a lame way of connecting the 
various stages of an event which we have distinguished 
and separated for purposes of description; so that, 
beguiled by our own words, we come to think of these 
stages as different events which must be stuck to- 
gether again by the glue of causality (Watts, 1979, pp. 
54-55). 


Manicas (forthcoming, p. 8) makes a similar 
point: “It is often said that science searches for 
causes. But it is almost never noticed that the 
view of causality which is then assumed derives 
from Hume, a regularity notion, such that C is 
the cause of E means ‘whenever C, BE”. 

When one holds an inner view of the world 
as split into subject and object, cause and effect, 
mind and matter, this is externalized in dis- 
course, and projected onto society and nature 
in the act of perceiving. This results in an 
objectification of relationships and nature, and 
hence alienation: 
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As Wittgenstein said, “Laws, like the law of causation 
etc. treat of the network and not of what the network 
describes”. For the game of Western philosophy and 
science is to trap the universe in the networks of words 
and numbers, so that there is always the temptation to 
confuse the rules, or laws, of grammar and mathematics 
with the actual operations of nature. 


. we must not confuse the game-rules of thought 
with the patterns of nature (Watts, 1979, p. 42). 


In order to address issues of alienation then, 
researchers must address the inner web, that is, 
subjectivity, and most importantly, their own 
(Willmott, 1986; Knights & Willmott, 1989; 
Willmott & Knights, 1982). 

Alternative research may be characterized as 
an attempt to retrieve the lost Universal 
Feminine or Yin, by its concern for the 
subjective; its illumination of the interdepen- 
dence between the inner and outer, subject 
and object, observer and observed, mind and 
matter, and the illusory nature of their pre- 
sumed split (e.g. Boland, 1989; Boland & 
Pondy, 1983; Chua, 1986b). Also, by a concep- 
tion of the fluid, interactive nature of reality— 
not reality concretely pre-existing people “out 
there”, but as arising in interaction with and 
influencing the sentient person (Hines, 1989a, 
1991; Morgan, 1988). An emphasis on relating 
and caring, about the adverse consequences 
engendered by accounting and accounting 
research, pervades alternative research. Com- 
plexity, diversity and proliferation are valued, 
rather than researchers submitting to demands 
for standardization and repetition. Difference 
and disagreement between researchers char- 
acterizes alternative research. This is seen 
as a “weakness” and a “problem” by mainstream 
researchers, but as a sign of abundance, creat- 
ivity and potential by alternative researchers. 
Because of this abundance and difference, this 
research is resilient and resistant to efforts to 
name, bound, unify, enclose and objectify it. It 
does not have a standard designation but is var- 
iously called “alternative”, “radical”, “critical”, 
“social constructionist”, “sociopolitical”, each 
of these by no means representing a consensus 
naming. Critique is seen as essential to growth 
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of knowledge, since it is the anomalies, contra- 
dictions and inadequacies, the “death” and 
“letting go” of theories and knowledge, which 
provides the ground, impetus and direction for 
the birth of new insights and knowledge. 
Alternative research is not rigidly enclosed in 
dry, rationalist, academic styles of presentation 
but embraces such imaginative forms as drama 
(Pinch et al., 1989), dialogue (Hines, 1988) 
and pictorial collage (Hopwood & Loft, 1989). 
Hopwood & Loft (1989) pictorially illustrate 
the tyranny of the conception of linear time as 
reproduced through accounting disclosure, and 
its associated ideals of efficiency, productivity, 
perfectionism and progress. 


CONCLUSIONS AND IMPLICATIONS 


This paper has argued that most people and 
societies in the present planetary order are 
dominated by the un-balanced Masculine or 
Yang worldview. In order for a balancing, an 
emergence of the Universal Feminine or Yin is 
necessary, so that a genuine union or integra- 
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tion may occur between the two: an integration 
of thinking and reasoning with intuition and 
feeling; a balancing of active and productive 
doing, with stillness and contemplation; a 
preparedness to receptively waiteas well as 
aggressively confront; a blending of material 
concerns with spiritual realization; a dilution of 
the respect for analysis, discourse and argument 
with a love of silence; a complementing of 
dualistic thought with intuitive holistic seeing; 
a softening of the attachment to logic with a 
receptivity to imagination and dreams; a turning 
of the coin, to see that the other side of linear 
time and permanent change is the turning and 
returning of time, and permanence in change. 

There are no “conclusions” to this paper, 
to fill and close off the “negative space” of 
the Feminine or Yin realm, much less hard 
directives for future research. Incessant reason- 
ing and discourse about the Universal Feminine 
or Yin simply serves to intellectualize and 
objectify it, turning “it” back into the hard 
stone of the un-balanced Masculine or Yang. 
Unpopular though it be, in the world at 
present, I wish to affirm the silence. 
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Abstract 


‘Considerations of gender effects on labor supply issues are significant because of the potential to provide 
information to employees, firms and society. This paper presents a research agenda regarding women as a 
source of labor in public accounting. The research agenda identifies issues which have been either 
uninvestigated or underinvestigated. Studies suggested by the agenda have purposes varying from 
exploratory to confirmatory, and from social justice and equity to economic. Research design concerns and 
related theory are provided. The androcentric culture of public accounting, patriarchy, cultural 
expectations and the dynamics of change are key issues affecting the proposed research. 


For many years a significant percentage of entry 
level positions in accounting have been filled by 
women (McInnes & MacNeill, 1985). The sheer 
number is attracting the attention of the various 
professional accounting bodies including: the 
American Institute of Certified Public Accoun- 
tants (AICPA) Future Issues Committee (AICPA 
Issues Report, 1984), the AICPA Upward Mobil- 
ity of Women Committee (AICPA Upward 
Mobility of Women Report, 1988), the American 
Woman's Society of Certified Public Accoun- 
tants (AWSCPA, 1989) and the Women, Gender 
and Accounting special interest section of the 
American Accounting Association (AAA, 1989). 

Other developments have highlighted the 
importance the accounting profession gives to 
women as a source of labor. The large public 
accounting firms are studying the topic of suc- 
cessful development of their women profes- 
sionals, with particular emphasis on retention 
and promotion (“Women in Public”, 1988). Also 
related to public accounting, the Supreme Court 
has decided two cases in the last five years deal- 
ing with the admission of a woman into a profes- 
sional partnership (Seiler & Horvitz, 1985; 





Lacayo, 1988; Hopkins v. Price Waterhouse, 
1989). Moreover, academic journals in account- 
ing, like those in many fields, have been giving 
increasing attention to gender issues. 

Although these developments suggest a 
recognition of the significance of gender-related 
labor supply issues, the amount of high-quality 
empirical investigation in the area is severely 
limited. Human resource studies addressing 
the accounting profession have been depicted as 
most frequently descriptive, with little support- 
ing theory (Wright, 1988). In short, there is a 
strong need for rigorous research on gender-re- 
lated issues in accounting based on theory and 
tied to cultural and historical underpinnings. 

The purpose of this paper is to present a 
research agenda that identifies significant 
questions and resulting research possibilities re- 
garding women as a source of labor in public ac- 
counting. The Agenda is intended to help sys- 
tematize inquiry by suggesting areas in which 
study of gender-related issues has not been con- 
ducted as well as benefits that might result from 
such study. The Agenda proposes questions and 
suggests research approaches that are approp- 
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e 
riate for the issues and that will support sound 
empirical investigation. Tables outlining the 
topics, research questions and major research 
design issues are provided to summarize the in- 
formation asd emphasize the significant details. 
The tables are structured to include information 
about the following research areas: women 
partners, promotion issues, developing the per- 
sonnel environment, measuring interpersonal 
attributes and career moves. 

The remainder of this paper is organized as 
follows. Firstly, the approach to selecting the 
issues. included in the Agenda is discussed. Along 
with the approach, the scope of the topics in- 
cluded in the Agenda is defined. Secondly, the 
Agenda is presented, discussed and evaluated. 


APPROACH TO THE RESEARCH AGENDA 


This paper sets forth a selected list of research- 
able issues. The research topics included in this 
Agenda are practical in that, in contrast to much 
of the earlier research on gender topics, the 
results may be useful to individuals and various 
entities of the accounting profession within a 
relatively short time horizon. 

The selection of research issues is always 
value laden, normative and one of the stages of 
research most sensitive to biases (Keller, 1987; 
Tinker et al., 1982; Watts & Zimmerman, 1990; 
Chua, 1988; Wallston & Grady, 1985). More- 
over, research on relatively new areas of 
interest, such as gender in accounting, is 
especially sensitive to values, world views and 
previous understandings (Smith et al., 1988), 
since it does not rely heavily on previous 
research. The link that typically exists between 
underlying values and beliefs and the purposes 
and methods of research (Chua, 1988) influ- 
enced the development of the Agenda. Specifi- 
cally, the potential research included in the 
Agenda was identified and developed with the 
intent of benefiting individual employees of pub- 
lic accounting firms and those managing the 
firms, as well as providing information of broad 
social value. 

The studies suggested within the Agenda have 
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various purposes. Some are exploratory. Others 
investigate economic impacts. Equity and social 
justice issues are the instigators of some. Many of 
the studies can have multiple purposes or 
purposes that may differ depending on the 
researcher’s paradigm. That the researcher’s 
paradigm will greatly affect the selection of 
research questions, designs, hypotheses and the 
interpretations of outcomes is implicit in the 
Agenda. For valuable treatments of the issues 
and controversies of paradigms and accounting 
research see Hines (1989), Dirsmith et al. 
(1985), Hopwood (1985, 1987) and Willmott 
(1983). The influence of world views and 
theoretical perspectives on gender research is 
explored by Ciancanelli et al. (1990). 

The Agenda’s overall objective is to suggest 
research that may be valuable to individuals, 
firms and society. Specific studies included 
within the Agenda may have goals ranging from 
increasing the efficient and effective use of 
human resources within public accounting firms 
(a positivist, realist perspective) to emancipat- 
ing those individuals who may have been limited 
by discriminatory policies (a radical perspec- 
tive). The purposes of the various studies are 
expected to be driven by the world views of the 
researchers undertaking the investigations. 

The Agenda discussed in this paper includes 
underinvestigated and uninvestigated areas of 
human resources and the labor supply in public 
accounting. The potential scope of a complete 
research agenda on gender-related accounting 
issues is enormous. Areas that fall within such a 
scope can be demonstrated by the breadth of 
previous publications. For example, some of the 
gender-related topics already introduced into 
the accounting literature include the interaction 
of business practices and exploitation (Tinker & 
Neimark, 1987), the interaction of sexuality (as 
well as gender), emotion and business practices 
(Burrell, 1987), professionalism and success 
‘within the professions (Crompton, 1987; 
Kirkham, 1988), cultural expectations and roles 
(Kirkham, 1988; Reed & Kratchman, 1990) and 
historical and socio-historical perspectives 
(Lehman, 1988, 1989; Tinker & Neimark, 1987). 
This literature has made a significant contribu- 


GENDER EFFECTS AND LABOR SUPPLY 


tion. The Agenda augments the literature by 
suggesting research on different, as yet largely 
uninvestigated, topics. 

` The concepts of patriarchy, the androcentric 
culture of public accounting, societal expecta- 
tions and roles, and changes in the influences of 
these concepts underlie many of the Agenda 
issues. Patriarchy is used with similar meanings 
in feminist, sociology, psychology and other re- 
search literature. Consistent with those applica- 
tions patriarchy is used throughout this paper to 
mean influence and some degree of control of 
women by men. Androcentric culture as used in 
this paper is derived from the notions of an- 
drocentric bias and androcentrism discussed in 
feminist and psychology literature, particularly 
regarding scientific inquiry. In those uses it re- 
fers to the social world being structured from a 
male perspective and extends to (and beyond) 
language, cultural roles and the structuring of 
questions for scientific examination. The 
existence of an androcentric culture in public 


accounting is a logical conclusion based on the- 


fact that the public accounting work environ- 
ment was established long before women ‘had 
any professional role within it. 

The remainder of this paper consists of the 
research Agenda. First, researchable topics on 
public accounting partners are discussed. These 
include aggregate demographics, pipeline 
theory and separation issues. Then issues on 
career progression and the public accounting 
work environment are presented. The four 
major areas within the second section are struc- 
tured as: 

(1) Gender and promotion — discrimination, 
labor markets’ value assessment, personal and 
technical qualifications, structure of family 
units. 

(2) Firm support for employee progression — 


mentors, relocation, career management, 
behavior and style. 
(3) Separations — constraints on personal 


choices, benefits and flexibility, human capital, 
occupational sex segregation and discrimina- 
tion. 
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(4) Changing the work environment — iden- 
tifying and measuring benefits, parental leaves, 
flexible work schedules. 


e 


id 
INVESTIGATING SUCCESS: QUESTIONS 
ABOUT PARTNERS 


Female partners are an obvious group to 
investigate for public accounting success 
attributes. Studies addressing female partners in- 
clude: aggregate demographic studies, pipeline 
studies and separation studies. 


Aggregate demographic studies 

One of the first questions that was asked about 
women in public accounting was posed when 
women were initially elected into the (at that 
time) Big Eight public accounting partnerships: 
“What are the women partners like?” Posed 
another way the question is stated: “Do the 
women who have been elected to the partner- 
ships possess common characteristics that make 
them special?” Two exploratory studies add- 
ressed the topic from a descriptive standpoint 
and reported women partners to be high 
academic achievers from stable family environ- 
ments (Dahl & Hooks; 1985; Hooks & Cheramy, 
1988). The studies did not include a comparison 
of characteristics of the female partners with 
those of male partners. Comparative information 
would be useful to women and firms in making 
various decisions, and in a broader sense, in 
assessing the present status of equity issues. An 
issue to be considered by researchers conduct- 
ing comparative analysis is that male information 
is the most likely information to be used as the 
baseline data and may be perceived by feminist 
standpoint theorists! as perpetuating androcen- 
trism. 

The following example regarding family 
demographics indicates that more in-depth 
analysis might be informative. Although it has 
been documented that 90% of male business 
executives and only 35% of female business 
executives have children by the age of forty 


“feminist standpoint” (Harstock, 1983, 1985) theorists believe that knowledge is based on experience and that research 
questions and data can (and, at times, should) be based on the perspective of women’s, rather than men’s, activities. 
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(Schwartz, 1989), it is not known whether those 
percentages apply to accountants. Forty-four per 
cent of female Big Eight partners surveyed in 
1986 had children (Hools & Cheramy, 1988), a 
percentag® ghat is higher than the 35% 
documented by Schwartz for other executive 
females. It is not known whether the male part- 
ner percentages are also somewhat similar to 
other male executives. This type of information 
may be interesting if family structure, which is 
discussed later, proves to be important. 
Technical specialty is another object of useful 
overall comparison research. The percentage of 
large-firm female partners specializing in audit 
and consulting increased between 1983 and 
1986 (Hooks & Cheramy, 1989), but informa- 
tion on specialization is not available about male 
partners. Further, the types of industries and size 
of clients of males and females have not been 
researched. Lack of data on specialities may hide 
the existence of marginalism (Kirkham, 1988) 
or a gender-related segmenting of the market 
(Hearn, 1982) in accounting. Research into this 
area may be informative for addressing and 
enhancing both equity and productivity. 


Pipeline 

As more women have joined the partnership 
ranks, another question has arisen: is the number 
of women partners consistent with the number 
that would be expected in the absence of gender 
factors? In other words, is the current number 
reasonable given the date that women began 
entering the profession in large numbers and the 
time period involved in progression to the 
partnerships? This issue’s importance has 
recently become apparent in light of the increas- 
ing number of female accountants and expected 
future labor pool demographics. Successfully 
meshing public accounting’s traditionally 
androcentric culture (and the accompanying 
patriarchy) with these demographics will re- 
quire consideration of the dynamic of changes 
occurring in the public accounting industry. The 
recent mega-mergers (Deloitte Haskins & Sells 
and Touche Ross; Ernst and Whinney and Arthur 
Young), increased competition, and public and 
governmental scrutiny are examples of changes 
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in accounting. Changes occurring in business 
and society will also have major impacts (see 
Smith et al., 1988). Different rates of change in 
different cultures and countries should be con- 
sidered as they may provide information for 
assessing progress from a normative perspect- 
ive. 

The empirical research issue of female pro- 
gression to the partnership level can be addres- 
sed, at least in part, by testing the “pipeline” 
theory. The theory is that if females’ partnership 
elections are unaffected by gender, then signifi- 
cant changes will occur in the composition of 
the partnership pool when enough females 
emerge from the middle management hierarchy. 
The theory and varying opinions regarding its 
validity were highlighted in the media after the 
publication of the AICPA Upward Mobility of 
Women report (Berg, 1988; Valente, 1988). 

Developing a model of the pipeline theory is 
fraught with complications resulting from the 
necessity for assumptions, unavailable data, and 
inconsistent tracks to the partnership level. An 
example of the necessity for assumptions relates 
to the critical dependent variable. One way to 
define the dependent variable is the percentage 
of newly elected female partners in a given year. 
However, another way to structure such a study 
is to predict the percentage of year-to-year 
changes in the gender of the partnership pool. 
Predicting the partnership-pool gender changes 
requires that male and female partnership elec- 
tions and separations be included as variables. A 
model to test the theory would need to control 
for technical specialty, year of employment, and 
firm. Other variables such as geographic region, 
mergers, economic trends and court decisions 
may prove to be important. As stated earlier, his- 
torical developments and current events cannot 
be ignored. 

Some of the input for a pipeline theory model 
can come from information about current 
partners. Aggregate data on newly hired 
employees for past periods by gender, an 
obvious independent variable, may not be avail- 
able from archival sources. If these data must be 
estimated, the ability to first, validate the model 
and second, test the current environment will be 
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limited. This difficulty suggests the need for a 
longitudinal study to collect the data that would 
otherwise have to be estimated. 

Introducing widely varying promotion tracks 
that occur in smaller public accounting firms 
may overwhelm any predictive ability of the 
model. It seems logical that the pipeline theory 
could not be supported empirically on a global 
basis for the entire public accounting industry, 
but might be for the relatively homogeneous Big 
Six subset. The empirical results might support 
the theory at a statistically significant level only 
for specific Big Six firms, within given countries. 
Attempts to explain the current environment 
based on historical data without controlling for 
the confounding factors have not succeeded 
(see Meredith & Brown, 1988). 

Tests of the pipeline theory have the potential 
for producing important results. Results may 
guide individual employees in career and per- 
sonal decisions that use probability of achieving 
partnership status as an input. Results that pre- 
dict quantities of future partners based on the 
current environment may provide firms with in- 
formation on the adequacy of their employee 
pools for producing future partners. Results will 
probably be of considerable interest to those 
making societal decisions regarding the equity 
of women’s progression in the accounting pro- 
fession. Such information might be highly valued 
by courts litigating the fairness of promotion 
criteria and processes. 


Separations 

The pipeline theory addresses whether an ex- 
pected number of women are being promoted 
into the partnerships. A related issue, previously 
mentioned, is that separations from the partner- 
ships also affect the ultimate partnership pool 
composition. The profession is concerned about 
“brain drain” and attrition of high performers 
both up to and from the partnership ranks 
(McKee & Stead, 1988). Therefore, terminations 
should be studied. Why, and in what numbers, 
are women leaving the partnerships? Further in- 
vestigation should address whether women are 
leaving the partnerships in the same numbers 
and for similar reasons as are men. Again, such an 
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approach is vulnerable to criticism from feminist 
standpoint theory. 

One study on separation of female partners 
from their respective Big Eight partnerships 
reported that the partners left, because of 
relocation problems, better offers and personal 
reasons (Cheramy & Hooks, 1988). Further in- 
vestigation of these separation instigators would 
provide individuals with better information on 
which to base very important career decisions, 
such as whether to accept the risks associated 
with a relocation. Results may help firms address 
both the costs and benefits of taking corrective 
action on issues causing separation, for example, 
post-relocation problems. An ancillary benefit of 
this and other study of separations is that find- 
ings may apply to both males and females. 

Partner separation studies would require data 
collection from partners either at, or following, 
the time of separation from their partnerships. A 
confounding factor is that the separation rates 
and reasons for those who were among the first 
female Big Eight partners may differ from those 
of later generations of women partners, prob- 
ably as a result of industry and cultural changes 
that have occurred over time. 

The answers to the above questions, which 
are summarized in Table 1, may enhance further 
study. If research results suggest low levels of 
female partnership elections, based on the his- 
torical progression, or if empirically identifiable 
gender-related differences in separations exist, 
then further research questions present them- 
selves. Other research questions are also impor- 
tant because of potential economic and equity 
impacts. 


INVESTIGATING CAREER PROGRESSION AND 
THE WORK ENVIRONMENT: 
QUALIFICATIONS, CHOICES AND 
IMPROVEMENTS 


Maximizing the career potential of female 
public accountants, regardless of their levels in 
the organizational hierarchy, will benefit the 
individuals, the firms and society. Research 
investigating gender issues can assist in 
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maximizing the career potential of female ac- 
countants. Research can benefit the firms by en- 
hancing the return for labor costs. Societal bene- 
fits may be in the form of more information on 
theorized @ulgural biases such as the notions that 
women are unwilling or unable to withstand the 
rigors of demanding work environments, or that 
they are unfairly treated simply because they 
work in a predominantly male environment. If 
research compares data from different countries 
or cultures with differing social policies, the 
results may be useful in operationalizing 
changes at a societal-policy level, e.g. new legis- 
lation or court actions. 

Some of the issues appropriate for investiga- 
tion are reflected in the following questions: 


Do gender-specific characteristics exist that 
enhance or impair likelihood of promotion? 


How can firms better their 


employees to progress? 


prepare 


Can voluntary separations resulting from the 
public accounting work environment be 
attributed to gender-related reasons? 


Would changing the work environment of 
public accounting firms to alleviate any 
effects of gender factors reduce advance- 
ment and attrition problems? 
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Each of these questions can be specifically 
addressed with empirical inquiries. 


Do gender-specific characteristics exist that 
enhance or impair likelibood of promotion? 
Why an individual is or is not promoted is al- 
ways difficult to investigate empirically. Usually 
multiple reasons exist, and rarely are the reasons 
, pure. Table 2 summarizes the proposed research 
in this area. 


Discrimination. Discrimination has been dis- 
cussed based on theories of inequality (Lehman, 
1988) that include  individualist-liberal 
feminism, socialist feminism and radical 
feminism. Respectively, these theories suggest 
that: 


Women suffer inequities due to breakdowns 
in the democratic ideal that can be rectified 
through political, economic and social 
changes. 


Economic systems depend on inequity (in 
this case concerning women) for capital 
accumulation purposes. 


Power status and economics are drivers of in- 
equities; inequities in the social and econ- 
omic system are required to maintain the 


TABLE 1. Women partners 








Topic or theory Research question 








Aggregate demographics 
and other business executives? 


Pipeline 


absence of gender factors? 


Separations 


gender? 


Are there differences in the demographics 
. of male and female partners? Of partners 


Is the number of women partners 
promoted in a given year consistent with 
the number that would be expected in the 


Do the separation rate, and reasons for 
separation, of partners differ based on 


Critical research design issue: controlling 
confounding factors 








Comparisons need to consider possible history 
bias for different “generations” and different 
specifics of job assignments. 


A model would need to control: technical 
specialty, standard time track to the partnership, 
firm, new hires in a given year, gender, 
geographic region, economic trends, legal 
decisions. 


In addition to controlling for many ofthe same 
factors as in the pipeline model, separation rate 
and reasons may differ between early and later 
generations of female partners. 








Topic or theory 
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TABLE 2. Promotion issues 





Research question 





Critical research design issues: variable definition, 
data sources and collection 











Promotion discrimination 


Market forces and 
assessing the value of 
workers 


Sales success 


Practice development 


Group interaction 


Family responsibilities 


Family structure 


Family structure 


Does gender affect one’s ability to receive 
promotions in public accounting? 


Are promotion delays experienced by 
female public accountants who have taken 
extended maternity leaves or used part time 
schedules justified? Are wages significantly 
affected by these delays? 


Does the amount of fees collected for new 
engagements differ based on the gender of 
the responsible individual or the gender of 
the purchaser? 


Do practice development methods used 
successfully by public accountants differ 
based on gender? 


Is the quality of group interaction affected 
by gender? 


Are any gender-related distributions of 
home responsibilities, related to 
promotions? 


Doesa difference exist in the balance of 
time and disposable income for different 
family structures? 


Is the incidence of specific family structures 
gender related? Is family structure 
correlated with promotion? 


The issue will require control of merous 
variables in order to be effectively studied 
empirically. 


Longitudinal field studies should measure 
independent variables related to career path; may 
utilize matched career paths of pairs of different 
genders; dependent variable is time lapsed to 
promotion. Correlation of wages and time may be 
important also. 


Archival data could be used. Independent 
variables include hierarchical level, size of firm, 
size of office, geographic region, technical 
specialty. The same types of variables for the 
purchaser may also be considered. Dependent 
variable is fees generated. 


Surveys ofthe techniques individual partners 
believe they use would provide perception data. 
Archival or survey data on circumstances of the 
initial contacts is an objective data source. 


Effective data collection methods might use 

laboratory research designs for selected subjects, 

or field studies for pre-established groups such as 
„audit teams. 


A survey design can be used to collect data on 
independent variables of home responsibilities 
and other demographics. Dependent variable is 
promotion occurrence. 


Case study approach applied to employees of 
different genders, and at different levels in the 
organizational hierarchies can contribute to 
knowledge base. 


Survey data collected should address family 
structure and demographics. Research design 
should investigate both family structure and 
promotion as dependent variables. 





status quo of those in positions of power and 


influence. 


Unless it is flagrant, discrimination is currently 
difficult to prove in the United States. That com- 
pensation discrimination is less likely when 
salaries are standardized has long been estab- 


lished (Becker, 1971). Assuming that near- stan- 


dardization of entry level salaries exists within 
Big Six firms, and among some of them, compen- 


sation discrimination is unlikely. This standardi- 
zation does not necessarily extend beyond the 
Big Six firms. Even within the Big Six compensa- 
tion discrimination may be subtly effected at 
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higher organizational ranks through means such 
as horizontal segregation, inappropriately 
delayed promotions and exclusion of females 
from non-classroom learning. These areas are 
appropriate gor study and are discussed later. 

Promotion discrimination in public account- 
ing may be an appropriate research object. At 
least one study has shown that a higher percen- 
tage of males than females employed in public 
accounting believe gender does not affect one’s 
ability to achieve partnership status (Trapp et 
al., 1989). In other words, fewer females than 
males in public accounting believe the chances 
of achieving partnership are not affected by gen- 
der. Reasons supporting the belief that females 
are not as likely to achieve partnership status 
were not exploréd but have been hypothesized 
to include the public accounting androcentric 
culture and a gender-related disparity of 
accomplishments in classroom and non-class- 
room learning (Kirkham, 1988; Crompton, 
1987), with all the consequential career prog- 
ression impacts. 

Arthur Young was required to pay $241,425 
in- actual and punitive damages to a former 
female employee for sex discrimination related 
to her promotion denial (Emerson, 1989). The 
Supreme Court finding in the Hopkins v. Price 
Waterhouse case was that the election process, 
which resulted in the rejection of Hopkins’s bid 
to become a partner, was tainted. In this case the 
Supreme Court upheld the lower court decision 
that Price Waterhouse must prove Hopkins was 
not rejected because of sex discrimination, 
although it reversed the lower court decision 
requiring an elevated level of proof (Hopkins v. 
Price Waterhouse, 1989). This is significant 
because the burden of proof was shifted from 
Hopkins to Price Waterhouse. These cases high- 
light the potential value, mentioned previously, 
of studies into promotion equity. 

Controlling for all possible personal variables, 
specific to an individual hypothesized to have 
suffered discrimination, will be difficult. The 
difficulty may make this area unappealing to em- 
pirical researchers. However, the relevance of 
such research to contemporary issues may out- 
weigh these difficulties. Certainly this is an area 


KAREN L. HOOKS 


in which credible, reliable and significant re- 
search results can have an impact. 


Effectiveness of labor markets in assessing 
value. Economic research on labor markets’ 
abilities to assess disadvantaged workers is 
reported under titles such as market forces 
(Stiglitz, 1987; Milgrom & Weber, 1982), the in- 
visibility hypothesis (Milgrom & Oster, 1987), 
and signalling (Waldman, 1984). Basically, the 
theories suggest that the employment market 
has difficulty assessing the value of workers, par- 
ticularly those that may be labeled disadvan- 
taged, such as minorities and women. Further, 
companies may have incentives to hide the 
abilities of these employees by not promoting 
them, thus retaining sometimes superior skills at 
lower wages than the skills warrant. Market 
forces theories differ from human capital 
theories, discussed later, by emphasizing the 
employer rather than employee role in explain- 
ing discrimination in the labor market. The un- 
derlying assumptions are that productive 
abilities determine a worker’s pay and promo- 
tion and that certain market forces support the 
existence of discrimination. Attempts to explain 
these market forces have resulted in various ap- 
proaches to explaining the phenomenon of dis- 
crimination. These theories address the issues 
solely from an economics perspective, without 
consideration of social context (Milgrom & 
Oster, 1987). 

The applicability of market forces theories to 
women in public accounting has not been inves- 
tigated. Of special interest might be their 
applicability to women in specialty areas such as 
small business and tax. The possibility that com- 
pensation differs among technical specialties 
and that specialties may be dominated by one 
gender (horizontal segregation) is open for 
study. Further, the theories may apply to women 
that move from public accounting to other 
positions. If, in the future, more female public ac- 
countants choose alternatives, such as extended 
maternity leaves and part time schedules, and 
experience the predicted promotion delay that 
such choices may precipitate, research building 
upon market forces theories may provide an 
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explanation. Whether promotion delays are 
justified based on externalities, or whether the 
firms are delaying the promotions simply for 
economic benefits, should be investigated. Field 
studies can record the career tracks of accoun- 
tants over time. Data on males’ career tracks can 
be compared to data on females’ career tracks or 
both groups of data can be compared to an 
“idealized” norm (e.g. four years for a promotion 
to asenior position, six years to manager ). Use of 
an idealized norm may appeal to feminist 
standpoint researchers by gender-neutralizing 
the baseline used for comparison. Findings may 
be useful to women planning their careers, and 
may influence or interact with other research on 
discrimination. 


Personal and technical qualifications. Very 
few personal or technical qualifications have 
been suggested as gender-specific promotion 
barriers in public accounting. This may be con- 
sistent with the belief that professional member- 
ship is dependent on certain codified knowledge 
and particular skills (Crompton, 1987). The 
issue to be considered is not, however, profes- 
sional membership, but professional success. 
Kirkham (1988) suggests that even those 
women in public accounting who are promoted 
attain only marginal success, observable by as- 
signments to marginal clients or specialties, al- 
though the frequency of marginal assignments 
has not been empirically studied. Given the gen- 
der-specific disparity of power that has tradition- 
ally existed within the professions and semi- 
professions (Hearn, 1982), new information 
may result from studying personal and tech- 
nical qualifications that affect female promotion 
success. 

Those few qualifications that have been 
suggested as problematic for female public 
accountants include inadequate sales skills, poor 
interpersonal skills and difficulty in participating 
as team players. It is noteworthy that these few 
attributes are among those least likely to be 
developed from classroom training. The most 
objective question is whether poor sales records 
are preventing women from being promoted. To 
investigate this, fees received for new engage- 
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ments can be compared based on the gender of 
the persons obtaining the engagements. 

Prior research suggests that female partners 
use specific practice development techniques 
that are presumed to differ from those used by 
male partners. Furthermore, female partners re- 
port that they exploit their reputations resulting 
from technical expertise as a means to bring in 
business (Hooks & Cheramy, 1989). Whether 
this technical expertise approach is truly gen- 
der-specific and whether there is a gender- 
related difference in practice development 
success has not been tested. Surveys of the tech- 
niques individual partners believe they use 
could address this from a perceptual standpoint. 
Data about circumstances of the initial contacts 
that eventually resulted in obtaining various 
new clients might yield more objective informa- 
tion. Linguistic ethnomethodological approaches 
(Burrell & Morgan, 1979, p. 249), which 
attempt to decipher the impact of everyday lan- 
guage and any associated gender-specificity in 
styles and usage, may be valuable in addressing 
sales competencies. 

A critical variable, particularly in light of the 
changing demographics of the business world, 
may be the gender of the purchaser of account- 
ing services. It might be posited that in the cur- 
rent business environment the gender of the 
purchaser has no impact because of the strong 
androcentric socialization process undergone 
by women in top management. It is also possible 
that in the future, as more women enter business 
and top management, the business world’s 
androcentric culture and socialization impact 
will be diluted. In that environment the gender 
of the purchaser might be hypothesized to affect 
the success of female accountants’ practice de- 
velopment. 

The possibility of gender-specific differences 
in the quality of interpersonal and group inter- 
action skills possessed by public accountants 
should be explored. The Hopkins v. Price 
Waterhouse case has highlighted a lack of inter- 
personal skills as a defensible reason to withhold 
promotion from a public accounting employee 
(Hopkins v. Price Waterbouse, 1989). Whether 
the quality of group interaction is affected by 
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gender factors is a topic for study. A correlation 
between gender and interpersonal skills would 
present both individuals and the profession with 
another challenge: whether and how to change 
the status que. This is discussed later with other 
issues of behavior and style. Measuring the 
extent and style of group interaction might be 
effected through a laboratory experiment. Alter- 
natively, a pre-established group, such as an 
audit team, might best be measured in a true 
field setting. 


Structure of family units. A promotion 
qualification that has been suggested as a more 
frequent barrier for women than men is the abil- 
ity or desire to commit the time and personal re- 
sources that a career in public accounting re- 
quires. This suggestion has been challenged by 
Lehman (1988) and Kirkham (1988), who point 
out that women succeed in other difficult job 
roles, such as nursing. This potential barrier may 
be suggested for accounting and not other less 
prestigious jobs simply because the other jobs 
are not as prestigious. Hearn (1982) observed 
that power and prestige associated with a job or 
a profession leads to male dominance of that pro- 
fession. 

The following research suggestions on family 
structure approach the issues of time availability 
and personal commitment from the individual 
employee perspective. If these studies find that 
personal commitment is not a gender-specific 
barrier to advancement, then other investiga- 
tions as to why women are not expected to 
succeed may be appropriate. For example, 
Hearn’s suggestion that male dominance in pro- 
fessions is assumed is a possible explanation. 

Family structures and responsibilities may 
affect promotion. Sociology investigations 
indicate an uneven distribution of child-care and 
other home responsiblities within families, with 
the wife usually assuming the greater proportion 
(Krausz, 1986; Atkinson & Boles, 1984) regard- 
less of outside job commitments (Yogev & Brett, 
1985). Thus, one might hypothesize that a male 
public accountant with a wage-earning spouse 
will receive more personal support and have 
fewer home responsibilities than a female public 
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accountant with a wage-earning spouse. A 
related question is whether having fewer home 
responsibilities places males in a position of 
comparative advantage when competing with 
females for promotions in the work environ- 
ment. 

Another germane theory that supports the 
idea that unpaid work has value and requires 
productive resources is based on an economic 
notion of fair taxation. The economic theory 
suggests that one- and two-earner families 
should be taxed equivalently because the one- 
earner family receives benefits in the form of un- 
paid services contributed by the non-earning 
spouse (Leuthold, 1981). An extension of this is 
that there is an opportunity cost to the family 
unit when one spouse is voluntarily un- 
employed, in the form of wages not received 
from other employment. In other words, the 
family is foregoing wages that the unemployed 
spouse could be earning outside the family unit, 
in exchange for the benefits of services provided 
by the unemployed spouse for which the family 
is not paying. 

An appropriate empirical investigation of the 
impact of these issues on public accounting 
promotions should encompass at least three 
family-unit situations. First is the one-earner 
family unit structure comprised of a public 
accountant and an unemployed spouse. Second 
is the single individual family unit consisting of 
an unmarried public accountant. Third is the 
two-earner unit made up of a public accountant 
and a career-oriented, highly compensated © 
spouse. These situations represent a continuum 
and many family units would be classified 
between these possibilities. 

Logic suggests that the one-earner family unit 
has the least disposable income and most avail- 
able time per person, that the two-earner family 
unit has the most disposable income and least 
available time per person, and that the single in- 
dividual family unit falls in between. The single 
individual family unit would be hypothesized to 
have less time for family responsibilities than a 
couple family unit, but to also have fewer family 
responsibilities. This ordering might be modi- 
fied to some extent by the presence of other 
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members in the family unit such as children or 
parents. The widespread belief that there are 
real differences that result from these family 
structures is suggested by the coining of the 
acronym “DINK” to represent a “double income, 
no kids” family unit. It follows that the two- 
earner family unit purchases time by paying for 
services, thus lowering its disposable income 
and increasing its available time per person. A 
case study approach would help to identify the 
trade-offs of time and disposable income for dif- 
ferent family structures. Cases of employees of 
different genders and at different levels in the 
organizational hierarchies should be included. 
The results of this type of study may be valuable 
as an explanation of identified promotion differ- 
ences, or as a Starting point for suggesting 
change if the study is conducted with a norma- 
tive purpose. 

Surveys of female Big Eight partners indicated 
that 73% of the respondents were married in 
1983 while 65% were married in a 1986 follow- 
up study. Most of their spouses were significant 
or high wage earners (Hooks & Cheramy, 1988). 
The incidence of two-earner family units has not 
been investigated for the male population of Big 
Six partners. A study investigating public 
accountants’ family structures could identify 
whether the incidence of two-earner family 
structures is gender-specific. Such a study could 
also try to relate family structure with incidence 
of promotion. Interactive effects of family struc- 
ture and personal characteristics of the public 
accountant should also be measured. The results 
might provide insights with respect to promo- 
tion problems and might actually relate these 
problems to certain family structures. Whether 
the outcome supports or refutes family structure 
as a variable in promotion success, it would give 
individuals and the public accounting profession 
more information about success criteria. 
Individuals could make more informed choices 
regarding the ultimate costs and benefits of their 
family structures. The public accounting profes- 
sion could also make more informed economic 
choices regarding whether it is willing to com- 
mit organizational resources to facilitate 
partnership promotions for its otherwise qual- 
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ified employees who select problematic family 
structures. 

The possibility of societal rather than eco- 
nomic motivation for firms to 5 promote 
employees also makes this informagion valuable. 
Research may show that the differences in com- 
petitive ability associated with different family 
structures, which may or may not be correlated 
with gender, are significant enough to warrant a 
gender-specific difference in the number of 
employees being promoted to top management. 
Even so, firms, or those regulating the firms, may 
decide that the potential societal value is great 
enough to mandate organizational modifications 
that may facilitate the promotion of females 
regardless of family structure. 


How can firms better prepare their employees 
to progress? 

Consistent with the assumptions that female 
public accountants will want to maximize their 
career potential and that firms will continue to 
desire the maximum benefit from their human 
resource investments, relevant research can be 
performed on other variables that may affect the 
hierarchical progression of female public 
accountants. The popular media has frequently 
addressed these issues. They include, but are not 
limited to, mentoring, relocation, managing 
careers of top performers, and behavior and 


Style. 


Mentors. Mentoring has been cited as a 
critical, often essential, determinant of business 
success. Public accounting is no exception. One 
study by Covaleski et al. (1990) indicates that 
mentors serve important roles in public 
accounting firms. The most effective types of 
mentor relationships for female public accoun- 
tants, the optimal number of mentors and pro- 
tégés, and the frequency with which mentor— 
protégé relationships occur, have not been 
studied. If objective empirical data are gathered 
on mentors as they currently exist, constructs 
can be developed and the data evaluated to de- 
termine whether improvement is needed. This 
type of analysis implies an assumption regarding 
what would be an improvement, although the 
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definition could vary based on the researcher. 
For example, either efficient business operations 
or emancipatory relationships might be defined 
as improvements. Research on mentoring would 
require a Rnqwledge base of cultural differences 
between countries if more than one country was 
studied. Research on interpersonal skills and 
group dynamics from both the management and 
accounting disciplines may be applicable to 
enhance the formation and effectiveness of pub- 
lic accounting mentoring. Preliminary explorat- 
ory studies may be required before any specific 
hypotheses can be structured. 

The lack of female mentors and role models 
has been highlighted as a current impediment to / 
the upward movement by women in business 
generally (Schwartz, 1989), and in public 
accounting particularly (“Women in Public”, 
1988). Many female Big Eight partners had male 
mentors (Wescott & Seiler, 1986). Anecdotal 
evidence suggests that women partners often do 
not feel they have enough power in their hier- 
archical positions to take the risk of accepting a 
woman as a protégé. The cost of possible failure 
of the protégé is perceived to be too high. These 
observations relate directly to the concepts of 
patriarchy, possible differences in the sharing of 
classroom—non-classroom knowledge, and 
language differences embedded in the social 
relationships that occur in business. 

Although probably the exception rather than 
the norm, cases of serious complications for 
both the businesses and employees involved 
resulting from male mentor—female protégé 
relationships have been documented in other in- 
dustries. One widely publicized example in- 
volved Bill Agee and Mary Cunningham at 
Bendix (Pedersen, 1983). Given the paucity of 
female partners, and the perceived risk factor 
stated above, many of the mentors of female pro- 
tégés in public accounting will continue to be 
men. Although there has been little documenta- 
tion of the problems and benefits of specific 
male mentor—female protégé relationships in 





KAREN L. HOOKS 


public accounting, study is called for to docu- 
ment how these relationships have functioned in 
the past. A case-study approach might be used to 
explore both the problems and prospects 
associated with mentoring in public accounting. 
The results would provide background for 
future research aimed at helping to avoid those 
same problems in the future. This might also be 
an interesting area for a deconstructionist 
researcher” seeking to rewrite history from a 
feminist standpoint (e.g, describing the public 
accounting profession as it appears from a 
female protégé’s viewpoint). 


Relocation. Limited study has been con- 
ducted regarding dominance of one spouse’s 
career in a family situation (Atkinson & Boles, 
1984). Anecdotal evidence is occasionally pub- 
lished discussing families in which the dual 
career couples rotate emphasis from one per- 
son’s job to the other. The frequency of signifi- 
cant female careers in families in which one 
spouse is a public accountant has not been 
measured. Investigations in this area may help to 
answer questions such as the following. Do ac- 
countants, either male or female, leave public ac- 
counting because of family relocation problems? 
This may encompass relocation of either spouse, 
for either personal or career reasons. The 
question of whether relocation causes prob- 
lems, and if so, in what ways, has not been 
answered. Confounding issues are the societal 
influences which suggest that a wife’s career 
tends to be denigrated when relocation is consi- 
dered (although this has not been studied in 
public accounting) and the differing levels of 
corporate involvement and concern for 
employees regarding relocation. Variables that 
need to be controlled include age, marital status, 
spouse’s employment and presence or expecta- 
tion of children in the family unit. 

Relocation is sometimes a critical factor for 
success. Relocation assistance to date has cen- 
tered on firm involvement in helping spouses to 


2«Deconstruction” (Keller, 1987; Flax, 1987) is discussed in terms of linguistic pairs, with emphasis on explaining how one 
half of a linguistic pair (e.g. male) has elevated status over the other half (e.g. female). Operationally, deconstruction means 
to view the subject as it would have been perceived from the position of the devalued half of the linguistic pair. 
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find new positions and selecting new locations 
that work well for both the accountants and 
spouses. Whether these are the most useful 
avenues for assistance has not been explored. 
Other avenues such as assisting accountants to 
plan for an eventual relocation as a part of both 
spouses’ career paths have also not been investi- 
gated. Developing models to predict career out- 
comes of both spouses under various relocation 
scenarios might aid couples in relocation 
decisions. Anecdotal evidence indicates that Big 
Six public accounting firms are widely per- 
ceived to lack effective middle to long range 
planning in the use of their human resources 
(e.g. long out-of-town assignments to increase 
utilization; massive summer lay-offs). Con- 
sequently, this line of inquiry might address 
methods of longer range planning on the part of 
public accounting firms. If relocation is iden- 
tified as a labor-supply problem, and if tradi- 
tional means are found to be ineffective in deal- 
ing with the problem, better prediction and 
planning both by the individuals and the public 
accounting firms may be the answer. Research 
questions on mentoring and relocation are pre- 
sented in Table 3. 


Managing careers of high performers. 
Maximizing the career potential of individuals 
and improved prediction and planning by firms 
are related to the early identification of high 
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performers. Anecdotal evidence indicates that 
public accounting successfully identifies high 
performers early in their careers. These indi- 
viduals generally have full work sch¢dules and 
are regularly requested by those irecharge of as- 
signments. Research can be conducted to inves- 
‘tigate whether the current structure under 
which most public accounting firms operate, 
characterized by full schedules and heavy work 
loads of high performers regardless of gender, is 
counter-productive to developing women pro- 
fessionals. Performing at extremely high levels 
creates opportunities in the form of interesting 
and challenging assignments. It may also create 
stress if it causes unavoidable conflict with per- 
sonal responsibilities. This role conflict is 
suggested as the perfect formula for “dropout” 
before the opportunity for top management 
promotion presents itself (Schwartz, 1989; 
AICPA Upward Mobility of Women Report, 
1988). Job created stress is not gender-specific, 
but culturally imposed role expectations may 
make it more problematic for high-performing 
females than high-performing males. Culturally 
differing variables such as the accepted work 
ethic and the extended family involvement may 
affect role conflict and should be controlled in 
any studies in this area. 
An extension of these career management 
studies can include the study of management 
styles. Further, management style studies can be 


TABLE 3. Developing the personnel environment 

















Topic or theory Research question Critical research design issues: methods for 
discovery 
Mentoring What types of mentor/protégé relationships An exploratory survey on mentor/protégé 
most often exist in public accounting? relationships can be used to develop a basis for 
further study. Variables include number and 
frequency of mentors and protégés, gender, and 
organizational level. 
Mentoring What problems have occurred in male Case study approach is suggested. 
mentor/female protégé relationships in 
public accounting? 
Relocation Can dual career planning be effected to 


maximize the opportunity presented by 


relocation? 


Models might be developed and used as planning 
mechanisms. 
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integrated with studies on locus of control. Since 
patriarchy, androcentrism and gender-related 
language characteristics are embedded in man- 
agement styles, these phenomena are relevant 
consideratidhs. Locus of control refers to the 
source to which individuals attribute their 
rewards: internal behavior or external factors 
(Runyon, 1973). Satisfaction with various man- 
agement styles has been associated with locus of 
control. Those individuals with an internal locus 
of control typically prefer a participative man- 
agement style, while those with an external 
locus of control prefer a more directive style 
(Brownell, 1981). Adding the gender issue to 
this type of study might produce valuable in- 
sights. Research could build on gender and locus 
of control psychology literature. A longitudinal 
investigation, or an investigation including sub- 
jects of various ages, would be appropriate, since 
evidence suggests that locus of control shifts to 
a more internal position with age (White & Spec- 
tor, 1987). 

Early identification of high-performing 
women and men willing to meet the time and 
commitment requirements of “fast track” per- 
formance in public accounting may present the 
opportunity for a different style of career man- 
agement than that which is appropriate for high 
performers with more typical family commit- 
ments. In other words, should management 
identify those high-performing employees who 
are totally career oriented, as well as those who 
have both career and other motivations, and 
manage their career challenges differently? The 
differences in appropriate career management 
styles could be dependent on the employees’ 
sources of motivation or gender or both. 

To test the proposition that different manage- 
ment styles may help employees maximize their 
potential or increase job satisfaction, an object- 
ive set of criteria could be used to classify 
accountants as career-primary or career-and- 
family. Controlling for gender and the level of 
family orientation of partners and mentors in- 
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volved with a particular employee is also ap- 
propriate. A method for measuring management 
involvement in career planning is also needed to 
determine what style or degree of involvement 
produces the best results for each category. The 
major confounding factor is movement between 
Classifications as employees progress through 
their careers or experience lifestyle changes. A 
longitudinal design would probably produce the 
most meaningful results but would likely be 
expensive. A cross-sectional study might also be 
effective if the researcher controls for events 
which motivate employees to move between 
classifications. 


Behavior and style. Can women function 
better and achieve more in their careers by con- 
sidering and possibly changing their personal 
behavior? Can firms better prepare their women 
accountants to progress by addressing behavior 
and style issues? Is it equitable for individuals to 
be expected to conform to baseline norms of be- 
havior? All of these questions are relevant to 
career progression in public accounting. The 
discussion that follows focusses on the explanat- 
ory rather than the normative issues. 

As a result of the Arthur Young discrimination 
decision and the Supreme Court case of Hopkins 
v. Price Waterhouse, awareness of job-appro- 
priate behavior and style may increase. The 
possibility, which seems to be suggested from 
both court cases, that style and interpersonal 
skills can seriously affect promotion decisions 
raises the questions: Do accepted styles of pro- 
fessional behavior differ based on gender? How 
specifically defined is the accepted style of 
female behavior? 

Research in this area may take two 
approaches. The first approach is to measure the 
characteristics of successful female public 
accountants and compare them to those of suc- 
cessful male public accountants. Many 
psychologically based instruments exist that 
measure styles of interpersonal behavior.> Two 


Psychological measurements also address sex-roles and sex-typed behaviors. Sandra L. Bem is frequently cited for her work 
in the measurement of psychological androgyny. See for example “The Measurement of Psychological Androgyny”, Journal 


of Consulting and Clinical Psychology (1974) pp. 155—162. 
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questions of interest are: Do successful male and 
female accountants differ in their styles? Is there 
more variation of style in a group of successful 
male accountants than in a group of successful 
female accountants? (e.g. Can males be success- 
ful regardless of whether they are outgoing or 
shy, although women must be moderate?) A 
second approach to research on behavior and 
style requires gathering data reflecting client 
and public accounting decision makers’ 
attitudes, and comparing them to existing styles 
of successful female accountants and female ac- 
countants currently advancing in their careers. 
If the results of these two types of studies 
indicate that, in public accounting firms and 
client businesses, there exists a limited spec- 
trum of accepted female behavior and a statisti- 
cally significant difference between the styles of 
upcoming females and the accepted styles, cor- 
rective action by the women, the firms, or both 
may be appropriate. Identifying possible correc- 
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tive actions might be another opportunity for re- 
search, and will require consideration of the 
changes occurring in public accounting and the 
business environment. Table 4 summarizes re- 
search issues on career management and inter- 
personal topics. 


Can voluntary separations, resulting from the 
public accounting work environment, be 
attributed to gender-related reasons? 

Is public accounting prematurely losing too 
much of its labor force, including potential 
promotees, because of an incompatibility 
between professional demands and the 
employees’ personal objectives? From the 
employee perspective the issue is whether 
career opportunities are sacrificed and career 
changes made because of the demands of public 
accounting. An additional question is whether 
the severity of the incompatibilities differs based 
on gender. 


TABLE 4. Measuring interpersonal attributes 


Critical research design issue: use of 
established measures* 


Topic or theory Research question 

Role conflict Does the combination of job challenge and 
personal responsibilities contribute to 
turnover? 

Locus of control: Do incompatibilities between employee 

management style preferences and actual management styles 
contribute to job dissatisfaction and 
turnover? 

Career tracks Should management present different 
challenges to employees based on their 
level of job vs outside commitment? 

Interpersonal skills How specifically defined is the accepted 
style of female behavior? 

Interpersonal skills Do styles of female behavior preferred by 


*See Cook et al. (1981). 


public accounting decision makers and 
clients differ from those possessed by 
successful female public accountants? From 
females currently advancing in their 
careers? 


Established scales can be used to measure the 
extent to which role conflict exists and is gender 
specific in public accounting. 


Measures from established scales of management 
styles, locus of control, and job satisfaction can be 
used to identify any interaction and gender 
effects. 


Utilize developed scales on motivation and 
commitment to identify demographics associated 
with differences. 


Use psychology based scales to measure 
interpersonal skills and test for gender specific 
differences and differences of within-group 
homogeneity between male and female strata. 


Use psychology based scales to measure 
interpersonal skills of female public accountants, 
and compare to management and client 
perceptions. 
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Exogenous constraints on personal choice. 
The most obvious demand of public accounting 
that invades an employee’s personal life is the 
demand for time. The time demand may be 
hours spent locally or travelling. The secondary 
effect of the career time demand is that time is 
unavailable for personal endeavours. This may 
translate into female (or, possibly, male) 
employees remaining unmarried, or families 
with two career-oriented individuals remaining 
childless. It may translate into employment and 
income limitations for spouses of public accoun- 
tants. Of equal importance, the time demands 
may translate into a perception that personal 
choices are unduly limited. Interesting 
questions are whether time constraints have 
caused employees to curtail their personal en- 
deavors, and to what degree employees perceive 
the need to limit their personal ventures to allow 
time for their careers. The extent to which turn- 
over is attributable to personal time constraints 
and whether the extent of time-limitation-based 
turnover differs based on gender should also be 
investigated. The richness of the conclusions, 
particularly as related to the social welfare func- 
tion, would be enhanced by exploring which 
personal endeavors are being constrained by job 
time requirements. To empirically address these 
issues, and the extent to which any impacts may 
be gender-specific, female and male employees 
can be surveyed and a comparison made of the 
responses. These research results will probably 
relate to results of family structure investigations. 


Benefits and flexibility. Other work environ- 
ments that may offer women greater benefits 
and flexibility have been suggested as the com- 
petition for public accounting’s female labor 
supply; women leave public accounting as a part 
of their career planning to optimize their ability 
to manage both a demanding career and a 
demanding personal life. Studies have identified 
the desire to take significant time off around the 
birth of a child, to plan work hours better, and to 
limit travel as reasons for leaving public account- 
ing (“Women in Public”, 1988; Dahl & Hooks, 
1984). These motivations are assumed to pre- 
cipitate job changes. Although some general 
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investigation has been performed on gender- 
specific reasons for turnover (for example, 
Gaertner et al., 1987), the frequency with which 
this career planning situation occurs has not 
been researched. Study of this phenomenon 
would likely require a population of accountants 
who have left public accounting and would 
suffer the resulting difficulty of identifying an ap- 
propriate sampling frame. Comparison of the fre- 
quency with which males and females make a 
planned move from public accounting because 
the new position offers better benefits and flexi- 
bility has not been performed. A comparison 
based on samples from populations in different 
countries with differing maternity and paternity 
leave benefits would provide information useful 
in societal policy formation. 

Firms conduct exit interviews and therefore 
possess proprietary information regarding 
stated separation reasons. This information has 
not been published. Even if it were made public, 
its validity is questionable. As has been discussed 
by various professional women’s groups (e.g. 
The American Woman’s Society of Certified Pub- 
lic Accountants), men and women possessing 
the same motives might document their reasons 
for a job change differently (“Women in Public”, 
1988). For example, an employee of either gen- 
der who desires a more flexible schedule might 
describe a new job as providing an opportunity 
for personal growth. Alternatively, the separa- 
ting employee might specifically state a desire 
for a more flexible schedule. The different words 
used could convey very different meanings. 
Gender-related language patterns might impact 
the message sent, and as discussed below, the 
message received. 

Another shortcoming with documentation 
collected during interviews is that it may reflect 
the biases of the interviewer. The same 
response, even using the same words, given to an 
interviewer by a male and a female employee 
might elicit different documented separation 
reasons, such as better opportunity for the male 
and lack of career commitment for the female. 
Whether this type of bias enters into the 
recorded documentation is unknown. Investiga- 
tions of a linguistic ethnomethodological nature 
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might help to uncover biases. Feminist empiri- 
cists contend that scientific investigation is 
biased by the gender of the researcher (Harding, 
1987). Similar bias may characterize the busi- 
ness interview as well. Whether the occurrence 
of bias in recording responses is dependent on 
the interviewer’s gender or, perhaps, age is un- 
known. 

As previously stated, one research questions is 
whether women more frequently than men 
leave public accounting for industry positions as 
a part of career planning, specifically because 
those positions offer more flexibility, less time 
and travel demands and more benefits. Studies of 
this posited career planning might be extended 
to assess the accuracy of the information col- 
lected by public accounting firms. The resulting 
data base might also provide insight into equity 
issues related to moves from public accounting. 
Personal interviews would probably be the most 
effective data collection mechanism. The prob- 
lem with such a plan is that in order to match 
externally gathered data with that collected by 
firms, the subjects would have to be identified. 
Complete trust in the researcher’s integrity to 
keep the specifics anonymous would be critical. 


Human capital. The movement of female 
public accountants into other careers can be in- 
vestigated building upon substantial economic 
and human resources research. The following 
discussion on human capital and occupational 
sex segregation and discrimination is sum- 
marized in Table 5. Human capital theory 
suggests that people are paid appropriately for 
the human capital they provide and that, 
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because women have home and family respon- 
sibilities that reduce their potential value to 
employers, their lower salaries reflect their 
lower value (Polacheck, 1981). Eptry level 
salaries of male and female employtes in Big Six 
public accounting are generally regarded as 
equitable. If salaries are similar, the human 
capital provided by both genders is assumed to 
be similar. 

Does the human capital theory support the 
notion that women switch positions when they 
expect their public accounting human capital 
value to decrease because of impending outside 
commitments? Such a proposition seems to be 
supported by the publications discussing 
lengthy maternity leaves and alternatives to the 
standard work schedule in public accounting. 
What is usually suggested is that if women take 
advantage of these opportunities, they should 
expect to pay economic penalties of lower 
wages and delayed promotions (AICPA Upward 
Mobility of Women Report, 1988). Lower wages 
and delayed promotions for women who choose 
to stay in public accounting would be consistent 
with the previously mentioned invisibility hypo- 
thesis. According to the invisibility hypothesis 
public accounting firms would be able to exact 
economic penalties from women with outside 
commitments and thus “hide their abilities” and 
attribute their lower salaries to the outside com- 
mitments. The applicable theory to explain the 
behavior of women who choose to leave public 
accounting is the human capital theory. Women 
may be making sound economic decisions by 
changing to career positions where their human 
capital will not be as severely devalued by home 


TABLE 5. Career moves 





Topic or theory Research question 


Critical research design issues: longitudinal 
strategies 





Career planning: human 


capital planning intent to maximize human capital 
gender specific? 

Occupational sex Do moves from Big Six public accounting 

segregation and firms to local firms support the theories of 


discrimination occupational sex segregation and 


discrimination? 


Is turnover that results from a career 


Field studies should capture the effect on earnings 
of career decisions to change and not change jobs 
because of significant life eveats. 


Field studies should capture and compare data 
about long term earnings of females who move 
and do not move from a Big Six to a local public 
accounting environment. 
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and family commitments as it will be in public 
accounting. Research might attempt to capture 
and compare the economic results (potentially, 
short and long range) of decisions to leave or not 
leave public eccounting before major life events 
such as marriage, relocation and the birth of a 
child, by comparing individuals with similar 
situations who chose alternative courses. Such a 
field study should include both males and 
fernales. 


Occupational sex segregation and discrimi- 
nation. Another well researched theory that 
may explain job change, and thus job choice, is 
occupational sex segregation and discrimination 
(Polacheck, 1981; England, 1982; Fischer, 
1987). Occupational sex segregation, also called 
horizontal segregation (Crompton, 1987), 
refers to the separation of workers into male- 
and female-dominated fields. As previously men- 
tioned, most professions are male-dominated 
fields. Given its high proportion of female 
recruits, public accounting is no longer a predo- 
minantly male occupation except, perhaps, in its 
upper management ranks. This type of vertical 
segregation has been identified as a characteris- 
tic of a lower grade occupation (Crompton, 
1987) or semiprofession (Hearn, 1982). 

Occupational sex discrimination refers to the 
fact that compensation in female-dominated 
fields is typically lower than in male-dominated 
fields. Thus, being employed in a female-domi- 
nated field is a frequent cause of lower salaries 
for women. Women may segregate themselves, 
either by choice or as the result of obstacles or 
discrimination prior to career entry (see Kirk- 
ham, 1988), into female-dominated fields. This 
segregation is intended to enable women to ful- 
fill outside commitments and to be employed in- 
termittently during periods of childbearing and 
child rearing. Additionally, women believe that 
such employment will maximize their long- 
range economic potential (Fischer, 1987). In 
other words, they believe that in female-domi- 
nated industries, they will be least economically 
penalized for their need to move in and out of 
the labor market and to expend personal 
resources on family responsibilities. Other 
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occupational sex segregation research indicates 
that female-dominated industries do not 
penalize women less than male-dominated fields 
for time spent out of the labor force (England, 
1982). Whether occupational sex segregation 
and discrimination explain the alleged move- 
ment of women from public accounting rather 
than up and into top management of public ac- 
counting has not been investigated. Occupa- 
tional sex segregation and discrimination are 
consistent with the human capital theory and in- 
visibility hypothesis discussed earlier. 

Research based on occupational sex segrega- 
tion and discrimination theory may be relevant 
to women moving from Big Six public account- 
ing to small public accounting firms or to sole 
proprietorships where the incidence of female- 
dominance in specific firms is much more 
frequent (Jancura, 1988). It may also apply to 
women changing technical specialties, for 
example, from audit to tax. Research addressing 
the economic effects of these moves, possibly by 
comparing the long range earnings of those who 
moved with those who did not, might assist 
female public accountants in making rational 
economic choices and firms wishing to retain 
their employees. 


Would changing the work environment of 
public accounting firms to alleviate any 
effects of gender factors reduce advancement 
and attrition problems? 

Public accounting can be modified to better 
accommodate the needs of professional 
employees. A number of proposals have been 
made with the intent of accommodating females, 
but most of them may be adapted to accommo- 
date both genders. Significant research oppor- 
tunities exist to investigate the possibilities. One 
example is a study sponsored by the American 
Woman’s Society of Certified Public Accoun- 
tants of non-standard work schedules desired 
and used by female accountants. That study in- 
vestigated part-time schedules, flexible hour 
schedules, flexible location schedules and job 
sharing (Hooks, 1989). One study which 
examined perceptions of the acceptance of 
these plans by public accounting employees has 
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shown some gender-specific differences in 
perceptions (Trapp et al., 1989). Other oppor- 
tunities for inquiry are parental leave arrange- 
ments and child-care support. A descriptive 
literature search on child-care was also spon- 
sored by AWSCPA (Curry, 1988). The following 
discussion on changing the work environment 
includes: identifying and measuring benefits, 
parental leaves, and flexible schedules. 


Identifying and measuring benefits. Would 
making the proposed changes to the public 
accounting work environment lead to any im- 
provement? Improvement can be defined as en- 
hancements to individual human capital or to 
firms’ economic returns for human resource 
costs. Improvement can also be defined to in- 
clude responses to the previously discussed 
societal welfare motivation to retain and pro- 
mote women or reduce existing inequities. 
Measurement of the impact of such changes is 
difficult because many variables affect turnover 
and promotions. Additionally, other possible en- 
hancements in human capital (e.g. training, 
reputation, experience) and economic return 
(e.g. changes in productivity, reputation or 
loyalty) that may result from changing the work 
environment are unknown on an a priori basis. 
Finally, enhancements to social welfare are dif- 
ficult to measure cross-sectionally. 

Some new options, such as guaranteed short- 
term part-time schedules, are already being 
introduced by various firms (Berg, 1988; “A 
Flextime Policy”, 1987). The initiation of these 
programs may provide the opportunity for pre- 
test—post-test research designs to measure 
changes in turnover and promotion. The chang- 
ing environment necessitates identifying those 
variables that should be controlled or measured 
to produce high integrity studies. 

One difficulty in measuring benefit from these 
new programs is that the first participant groups 
may be affected differently from later groups. 
Further, the programs are of value not only to 
employees who currently participate, but also to 
those who may wish to participate in the future. 
These potentially affected employees may be 
harder to identify, and therefore harder to in- 
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clude in the sampling frame. For example, there 
may be employees who do not have family 
responsibilities during the period under study, 
but who would have resigned from public ac- 
counting at some point, if the change had not 
been introduced. There may be employees who 
would not have accepted employment had the 
change not been introduced. Such possibilities 
can be measured but probably only by measur- 
ing employee perceptions of their likely be- 
haviors had the plans not been introduced. At- 
tribution theory regarding prospective and re- 
trospective rationality may be useful in develop- 
ing the theoretical underpinnings for this re- 
search (Staw, 1980). Major research contribu- 
tions can result from measuring the current 
changes and predicting which, if any, changes 
will be most effective. 


Parental leaves. In planning innovative mater- 
nity leave options a virtually untapped data 
source already exists because many women 
have given birth while employed as public 
accountants. Women partners have been com- 
prehensively surveyed as to the lengths of their 
maternity leaves and their ranks at the time the 
leaves were taken (Hooks & Cheramy, 1988). 
However, no extensive analysis has been per- 
formed on partners or any other groups of 
women in public accounting relating the lengths 
of maternity leaves (including whether women 
returned from their leaves), rank, tenure, age 
and performance both previous and subsequent 
to the maternity leaves. Further, no comparisons 
between the United States and other countries 
where maternity or parental leaves are legally 
ensured have been performed. As would be 
expected, no data have been collected on time 
away from the job (or desired time away) on the 
part of male public accountants following the 
birth of a child. Armed with more information 
about parental leaves a firm could better select a 
compromise between employee needs and firm 
costs. Individuals would be able to make more 
informed decisions regarding the parental leave 
that meshes best with their short- and long-term 
career aspirations thus permitting the optimal 
achievement of seemingly competing goals. 
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Flexible work schédules. Flexible work 
schedules can be studied to assess whether pro- 
grams are feasible and to design the best 
implementation plans. The feasibility of flexible 
work schédyles is affected by the economic 
impact on individuals and firms. Employees’ per- 
ceptions regarding the degree of potential per- 
sonal damage (e.g. slower promotion and peer 
rejection) should also be considered. If 
employees believe the costs will be great, they 
are less likely to participate. The result might be 
significant implementation costs to the firms 
with little benefit to either firms or employees. 
Research into employee attitudes about flexible 
work schedules should address perceptions of 
potential participants, their peers, and decision 
makers (Hooks & Yeaton, 1990). Results may 
suggest whether and which programs are likely 
to be well received. Alternatively, the results 
may show a major problem of unreasonable con- 
cern on the part of potential participants regard- 
ing how they will be perceived. An education 


program accompanying implementation might’ 


then be appropriate to enhance acceptance. 
Results of such studies may influence decisions 
on whether to implement flexible work 
schedule programs. 

Will employees still grow and advance in their 
careers if they use flexible work schedules? Will 
clients still be given good service if employees 
are not readily available because of non-typical 
work schedules? This second question is driven 
by cultural norms (probably androcentric) in 
that the business public does not expect people 
to work flexible schedules. What will the impact 
of flexible schedules be on the work-loads of 
non-participating employees, since they may be 
delegated responsibility for assuring that good 
service is maintained? (Implicit in such a 
question is skepticism that public accounting 
firms will appropriately plan for and manage 
flexible schedules.) Given the tendency for pub- 
lic accounting to be a deadline-oriented indus- 
try, these questions may raise valid concerns. 
Unless the work ethic and present way of doing 
business in the public accounting industry is 
drastically altered, alternative work schedules 
may only be feasible ifused by few employees or 
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if participating employees are not assigned to 
critical-deadline clients. Other problems may 
result from those alternatives, however. If very 
few employees participate in the plans, those 
who do may suffer a stigma that will damage 
their human capital value more than if they 
change job positions. If participating employees 
are assigned to non-deadline clients, they may 
miss challenging opportunities for personal ad- 
vancement, which again may affect their human 
capital values. 

Given the slow progression to date in flexible 
work schedules there are many opportunities 
for practical research in measurement, explana- 
tion and prediction. Research may help to 
answer many questions regarding implementa- 
tion of flexible work schedules. For example, 
what should be eliminated from an employee’s 
schedule to permit the position to be part-time? 
Does an effective part-time schedule require 
fewer clients, or the same number of clients with 
no complete engagement responsibilities? Does 
it call for more administrative work, or less? 
Should practice development be suspended or a 
continuing requirement? Innovative research 
collecting both perceptions and facts on work 
experiences will be needed to answer these 
questions. There also exist numerous oppor- 
tunities for normative research. Individuals, 
businesses, public accounting firms and govern- 
ment all have interests in this area and may have 
differing normative perspectives to be explored. 


CONCLUSION 


Gender issues in accounting are rich with 
opportunities for research. The Agenda pre- 
sented in this paper suggests issues that re- 
searchers may find of interest and that have the 
potential to produce valuable findings. Careful 
research plans will be required to properly con- 
trol the difficult challenges of data collection, 
measurement and interpretation. Patriarchy and 
the androcentric culture of public accounting 
are conditions of the research environment that 
underlie most of the suggested research studies. 

The Agenda presents a structure of various 
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gender-related public accounting research 
topics, grouping them as: explanations of the 
current environment, promotions and career 
progression, separation, and changes to the pub- 
lic accounting environment. Each category of re- 
search questions can produce results with 
equity and economic implications. 

The fields of feminism and its relationship to 
scientific inquiry were not emphasized as the 
main focus of the Agenda. However, the use of 
theories developed in those fields might prove 
pivotal in each of the -suggested studies. The 
importance of feminism’s impact on science is 
evident from the emergence of new research 
terms. The field of study related to feminist per- 
spective research (Keller, 1987; Wallston & 
Grady, 1985; Harding, 1987; Strathern, 1987; 
Flax, 1987) and androcentric bias (Spence & 
Sawin, 1985; Kahn & Gaeddert, 1985; Gilligan, 
1982; Harding, 1986; DuBois et al., 1987) in 
the scientific process has generated the terms: 
feminist standpoint, deconstruction and 
feminist empiricism. These methodology de- 
velopments should be considered by accounting 
researchers investigating gender issues. 

Feminist. standpoint theorists suggest struc- 
turing research questions and data evaluation 
based on a female, rather than male, viewpoint. 
Deconstruction is a valuable approach to deter- 
mine the origins of observed differences 
because of its emphasis on the comparative 
status of related entities. Thus, deconstruction is 
very useful in analyzing inequities. Feminist 
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empiricism (Keller, 1987) contends that andro- 
centric biases exist in research and should be 
considered. Existing methodological norms of 
scientific inquiry, if strictly administered, can 
and should control sexist and ,antirocentric 
biases thus creating better science. The influ- 
ences of feminist perspective research have not 
yet significantly affected research in the ac- 
counting field. Consideration of these research 
influences would likely enrich the results of fu- 
ture studies. 

The study of issues suggested in the Agenda 
may relate to broad issues such as social mor- 
phology (i.e. types and classifications of social 
structures along with the similarities and differ- 
ences), social physiology (i.e. the functioning of 
social structures), and social development (i.e. 
the emergences of new social structures) 
(Radcliffe-Brown, 1952). In this regard, as was 
stated throughout the Agenda, much of the re- 
search is related to the dynamics of change and 
the results of changes that are currently taking 
place in the public accounting and overall 
business environments. 

In addition to broad social value, findings of 
the research suggested in the Agenda will be 
valuable to individuals functioning as employees 
in public accounting and to firms managing their 
businesses. Accounting impacts, as well as 
reflects, the world in which it functions. Thus, 
research results on public accounting gender 
issues may guide those impacts in a positive di- 
rection. 


BIBLIOGRAPHY 


American Accounting Association, Report of the Executive Committee Meeting, Accounting Education 


News (May 1989) p. 4. 


American Institute of Certified Public Accountants, Major Issues for the Profession and the CPA (New York: 


AICPA, 1984). 


American Institute of Certified Public Accountants, Upward Mobility of Women Special Committee Report 
to the AICPA Board of Directors (New York: AICPA, 1988). 
Atkinson, M. P. & Boles, J, WASP (Wives as Senior Partners) Journat of Marriage and the Family 


(November 1984) pp. 861-870. 


American Woman’s Society of Certified Public Accountants, Alternative Work Schedules: Topic for 1989 
AWSCPA Issues Paper, Newsletter lanuary—February 1989) p. 3. 


364 


KAREN L. HOOKS 


Becker, G- S., The Ecottomics of Discrimination (Chicago: The University of Chicago Press, 1971). 

Bem, S., The Measurement of Psychological Androgyny, Journal of Consulting and Clinical Psychology 
(1974) pp. 155-162. 

Berg, E. N., The Big Eight: Still a Male Bastion, New York Times (12 July 1988) pp. Di, D7. 

Brownell, P., Participation in Budgeting, Locus of Control and Organizational Effectiveness, Accounting 
Review (October 1981) pp. 844-860. 

Burrell, G., No Accounting for Sexuality, Accounting, Orais and Society (1987) pp. 89—101. 

Burrell, G. & Morgan, G., Sociological Paradigms and Organizational Analysis (London: Heinemann, 
1979). 

Cheramy, S. J. & Hooks, K. L., Women Partners: Case Studies of Severed Relationships, The CPA Journal 
(October.1988) pp. 10-16. 

Chua, W., Of Gods and Demons, Science and Ideology, Advances in Public Interest Accounting (1988) pp. 
29-46. 

Ciancanelli, P., Gallhofer, S., Humphrey, C. & Kirkham, L., Gender and Accountancy: Some Evidence from 
the UK, Critical Perspectives on Accounting (June 1990) pp. 117-144. 

Cook, J. D., Hepworth, S. J., Wall, T. D. & Warr, P. B., The Experience of Work (London: Academic Press, 
1981). 

Covaleski, M. A., Dirsmith, M. W. & Heian, J. B., Formal vs. Informal Management Practices in Public 
Accounting Firms (1990). 

Crompton, R., Gerider and Accountancy: A Response to Tinker and Neimark, Accounting, EPE 
and Society (1987) pp. 103-110. 

Curry, J. M., Child Care and the Professional Woman (Chicago: AWSCPA, 1988). 

Dahl, S. J. '& Hooks, K. L, Women Accountants in a Changing Profession, Journal of Accountancy 
(December 1984) pp. 108-110. 

Dahl, S. J. & Hooks, K. L., Women Accountants, Today and Tomorrow, The CPA Journal (January 1985) pp. 
20-25. 

Dirsmith, M. W., Covaleski, M. A. & McAllister, J. P., Of Paradigms and Metaphors in Auditing Thought, 
Contemporary Accounting Research (Fall 1985) pp. 46-68. 

DuBois, E. C., Kelly, G. P., Kennedy, E. L., Korsmeyer, C. W. & Robinson, L. S., Feminist Scholarship: 
Kindling in the Groves of Academe (University of Illinois Press, 1987). 

Emerson, J. C. (ed.), Improving on Success — The Price Waterhouse Opportunity, The Big Eight Review 
(December 1989) p. 5. 

England, P., The Failure of Human Capital Theory to Explain Occupational Sex Segregation, Journal of — 
Human Resources (Summer 1982) pp. 358-370. 

Fischer, C. C., Toward a More Complete Understanding of Occupational Sex Discrimination, Journal of 
Economic Issues (March 1987) pp. 113—138. 

Flax, J., Postmodernism and Gender Relations in Feminist Theory, Signs (1987) pp. 621-643. 

A Flextime Policy is Born: Touche Ross Shortens Work Week to Pacify New Mothers and Their Clients, CPA 
Personnel Report (February 1987) pp. 11-13. 

Gaertner, J. F., Hemmeter, P. E. & Pitman, M. K., Employee Turnover in Public’ Accounting: A New 
Perspective, The CPA Journal (August 1987) pp. 30-37. 

Gilligan, C., In a Different Voice (Cambridge: Harvard University Press, 1982). 

Harding, S., The Instability of the Analytical Categories of Feminist Theory, Signs (1986) pp. 645-663. 

Harding, S., Feminism and Theories of Scientific Knowledge, American Philosophical ‘Association 
Newsletter on Feminism and Philosophy (November 1987) pp. 10-14. 

Hartsock, N., The Feminist Standpoint: Developing the Ground for Specifically Feminist Historical 
Materialism, in Harding, S. & Hintilla, M. (eds), Discovering Reality: Feminist Perspectives on 
Epistemology, Metaphysics, Methodology and Philosophy of Science (Dordrecht: Reidel, 1983). 

Hartsock, N., Money Sex and Power (Boston: Northeastern University Press, 1985). : 

Hearn, J., Notes on Patriarchy, Professionalization and the Semi-Professions, Sociology (1982) pp. 184-202. 

Hines, R. D., The Sociopolitical Paradigm in Financial Accounting Research, Accounting, Auditing and 
Accountability Journal (1989) pp. 52-76. 

Hooks, K. L., Alternative Work Schedules and the Woman CPA (Chicago: AWSCPA, 1989). 

Hooks, K. L. & Cheramy, S. J., Women Accountants, Current Status and Future Prospects, The CPA Journal 
(May 1988) pp. 18-27. 

Hooks, K. L. & Cheramy, S. J., Women’s Expanding Role in Public Accounting, Journal of Accountancy 
(February 1989) pp. 66-71. 


GENDER EFFECTS AND LABOR SUPPLY 


Hooks, K. L. & Yeaton, K. G., Career Impacts of Alternative Work Schedules: Perceptions of Female CPAs 
(1990). 

Hopkins v. Price Waterhouse, 57 US.L.W. 4469 (US. Sup. Ct. 1989). 

Hopwood, A. G., Accounting and Gender: An Introduction, Accounting, Organizations and Society (1987) 
pp. 65-69. 

Hopwood, A. G., The Tale of A Committee That Never Reported: Disagreements on Intertwiming 
Accounting With the Social, Accounting, Organizations and Society (1985) pp. 361—377. ° 

Jancura, E. G., Profile of the Woman CPA, 1988 Statistical Survey (Chicago: AWSCPA, 1988). 

Kahn, A. S. & Gaeddert, W. P., From Theories of Equity to Theories of Justice: The Liberating Consequences 
of Studying Women, in O'Leary, V. E., Unger, R. K. & Wallston, B. S. (eds), Women, Gender and Social 
Psychology pp. 129-148 (Hillsdale, NJ; Lawrence Erlbaum Associates, 1985). 

Keller, E., Feminism and Science, in Harding, S. & O'Barr, J. F. (eds), Sex and Scientific Inquiry pp. 233-246 
(University of Chicago Press, 1987). 

Kirkham, L. M., A Comment on Cheryl Lehman's ‘Cooking the Books: Gender Practices and Accounting 
Rituals’, Proceedings of the Second Interdisciplinary Perspective in Accounting Conference, Vol. 4, No. 
8 (Manchester, 1988). 

Krausz, S. L., Sex Roles Within Marriage, Social Work (November-December 1986) pp. 457-464. 

Lacayo, R., A Hard Nose and a Short Skirt, Time (14 November 1988) p. 98. 

Lehman, C., Cooking the Books: Gender Practices and Accounting Rituals, Proceedings of the Second 
Interdisciplinary Perspective in Accounting Conference, Vol. 4, No. 8 (Manchester, 1988). 

Lehman, C., The Importance of Being Ernest: Gender Conflicts in Accounting, Advances in Public Interest 
Accounting (1990) 137-157. 

Leuthold, J. H., Taxation and the Value of Nonmarket Time, Social Science Research (September 1981 ) pp- 
267-281. 

Meredith, V. & Brown, B., Women at the Partner Level: What Does the Future Hold? The Woman CPA 
(October 1988) pp. 3-6. 

McInnes, M. & MacNeill, J., The Supply of Accounting Graduates and the Demand for Public Accounting 
Recruits (New York: AICPA, 1985). 

McKee, T. E. & Stead, W. E., Managing the Professional Accountant, Journal of Accountancy (July 1988) 
pp. 76-86. 

Milgrom, P. R. & Oster, S., Job Discrimination Market Forces, and the Invisibility Hypothesis, The Quarterly 
Journal of Economics (August 1987) pp. 453—476. 

Milgrom, P. R. & Weber, R. J., A Theory of Auctions and Competitive Bidding, Econometrica (September 
1982) pp. 1089-1122. 

Pedersen, W., Cunningham’s War Diary to Tell It Like It Was, Public Relations Journal (August 1983) p. 8. 

Polacheck, S. W., Occupational Self Selection; A Human Capital Approach to Sex Differences ‘in 
Occupational Structure, Review of Economics and Statistics (February 1981) pp. 60—69. 

Radcliffe-Brown, A., Structure and Function in Primitive Society (London: Cohen & West, 1952). 

Reed, S. & Kratchman, S., The Effects of Changing Role Requirements on Accountants, Advances in Public 
Interest Accounting (1990) pp. 107-136. 

Runyon, K. E., Some Interactions Between Personality Variables and Management Styles Journal of Applied 
Psychology (1973) pp. 288-294. 

Schwartz, F. N., Management Women and the New Facts of Life, Harvard Business Review (January— 
February 1989) pp. 65-76. ; 

Seiler, R. E. & Horvitz, J. S., The Partnership Decision — The Hishon Case, The CPA Journal (January 1985) 
pp. 12-18. 

Smith, C., Whipp, R. & Willmott, H., Case Study Research in Accounting: Methodological Breakthrough or 
Ideological Weapon? Advances in Public Interest Accounting (1988) pp. 95—120. 

Spence, J. T. & Sawin, L. L., Images of Masculinity and Femininity: A Reconceptualization, in O'Leary, V. E., 
Unger, R. K. & Waliston, B. S. (eds), Women, Gender and Social Psychology pp. 35—66 (Hillsdale, NJ: 
Lawrence Erlbaum Associates, 1985). 

Strathern, M., An Awkward Relationship: The Case of Feminism and Anthropology, Signs (1987) pp. 276- 
292. ' 

Staw, B., Rationality and Justification in Organizational Life, in Staw, B. M. & Cummings, L. (eds), Research 
in Organization Bebavior, Vol. 2, pp. 45—80 (Greenwich: JAI Press, 1980). 

Stiglitz, J., The Causes and Consequences of the Dependence of Quality on Price, Journal of Economic 
Literature (March 1987) pp. 1—48. 


365 


366 


KAREN L. HOOKS 


® 

Tinker, A. M., Merino, B. D. & Neimark, M. D., The Normative Origins of Positive ‘Theories: Ideology and 
Accounting Thought, Accounting, Organizations and Society ( 1982) pp: 167-200. 7 

Tinker, T. & Neimark, M., The Role of Annual Reports in Gender arid Class Contradictions at General 
Motors: 1917—1976, Accounting, Organizations and Society (1987) pp. 71-88. 

Trapp, M. W., Hermanson, R: H. & Turner, D. H., Current Perceptions of Issues Related to Women Employed 
in Public Accounting, Accounting Horizons (March 1989) pp. 71-85. 

Valente, M., More Women Upset Balance of Accounting, The Tampa Tribune (21 August 1988) p. 1E. 

Waldman, M. , Job Assignments, Signalling atid Efficiency, Rand Journal of Economics (Simmer 1984) pp. 
255—267. 

Waliston, B. S. & Grady, K. E., Integrating the Feminist Critique and the Crisis in Social Psychology: Another 
Look at Research Methods, in O’Leary, V. E., Unger, R. K. & Wallston, B. S.'(eds), Women, Gender and 
Social Psychology pp. 7—34 (Hillsdale, NJ: Lawrence Erlbaum Associates, 1985). 

Watts, R. L; & Zimmerman, J. L., Positive Accounting Theory: A Ten Year Perspective, Accounting Review 
(January 1990) pp. 131—156. 

Wescott, S. H. & Seiler, R. E., Women in the Accounting Profession (New York: Markus Weiner Publishing, 
1986). 

White, A. T. & Spector, P. E., An Investigation’of Age-Related Factors in the Age-Job Satisfaction Relationship, 
Psychology and Aging (1987) pp. 261-265. 

Willmott, H. C., Paradigms for Accounting Research: Critical Reflections on Tompkins and Groves’ 
‘Everyday Accountait and Researching his Reality’, Accounting, Organizations-and Society ( 1283) pp. 
389-406. 

Women in Public Accounting — The Issues and the Reactions, CPA Personnel Report (August 1988) pp. I— 
3. 

Wright, A., Behavioral Research in Auditing: The State-of-the-Art, The Auditor's Report (Winter 1988) pp. 
1-5. 

Yogev, S. & Brett, J., Patterns of Work and Family Involvement Among Single- and Dual-Earner Couples, 
Journal of Applied Psychology (1985) pp. 754-768. 


Accounting, Organizations and Society, Vol. 17, No. 3/4, pp. 367-378, 1992. 


Printed in Great Britain 


0361—3682/92 $5.00+.00 
Pergamon Press plc 


ACCOUNTANCY AND THE GENDERED DIVISION OF LABOUR: 
A REVIEW ESSAY 


ANNE LOFT 
Copenhagen Business School 


Abstract 


In this review essay the relevance of some of the recent gender literature to accountancy is examined. Within 
the field of accountancy the topic of gender has tended to be understood as the study of women professional 
accountants. However, professional accountants are not the only people working in the accountancy function, 
there are also large numbers of clerks and assistants employed. These are occupations which have, in the course 
of the twentieth century, become largely women's work. The process of feminization of the lower levels of 
office work has formed the subject of interesting studies within the gender literature — studies which stimulate 
the suggestion here that valuable insights could be obtained by examining the role of the female clerk in 

* accountancy, One way to do this would be through an examination of the whole historical process of the 
gendering of the accountancy function into the typically male role of accountant, and the typically female role 
of clerk. Such study could enrich our understanding of the development of the accountancy profession, and at 
the same time make a contribution to our understanding of the gendering of occupations. 


One of the most striking developments of this 
century has been the increase in women’s 
participation in the paid labour force. Since 
the Second World War this participation has 
intensified, and from being marginal workers 
whose employment filled in the years when they 
were not occupied with family responsibilities, 
women have come to play a major role in the 
work-force. It is no longer possible to assume 
that the “average” worker is a man with a 
dependent family (Hagen & Jenson, 1988). 
Women not only began to participate more in 
the paid labour force, but occupations which in 
the nineteenth century were clearly men’s work, 
have become women’s work. One striking 
example of this is office work. In 1851 the census 
of England and Wales listed the number of 
women commercial clerks as 19 (Anderson, 
1988, p. 3); by 1911 there were 124,843 female 
clerks, representing 18% of all clerks (Lewis, 
1988, p. 34). This gradually increased during the 


caution the overall trend is quite clear. 


* During this period the census classification of occupations altered, but although the exact figures must be in 7 
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twentieth century and in 1981 women clerks 
numbered 2,342,570 or 77% of the total (Lewis, 
1988).! Over this same period of time profes- 
sional occupations which were restricted to 
men have, for the most part, become open to 
women; an example of this is professional 
accountancy. Membership of the prestigious 
Institute of Chartered Accountants in England 
and Wales (ICAEW ) was closed to women until 
the passing of the Sexual Disqualification 
(Removal) Act in 1919 forced the Institute to 
allow their admittance. Numbers entering the 
profession were small to start with, but now the 
proportion of women entering has risen, in 
1988/1989, to 35% ofall entrants (Ciancanelli et 
al., 1990). 

These developments can be seen in microcosm 
in my own family who came from Birmingham, 
an industrial city in the English Midlands. Born at 
the turn of the century, my grandmother trained 
at a private business school during the First 
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World War. During the i 920s she was employed 
as a personal secretary to a jeweller, she kept the 
Day Books and did shorthand and typing. When 
my mothęr was born she left, returning to work 
only after beeoming a widow, at which time she 
could only obtain a job as a routine clerk. My 
mother was trained as a calculating machine 
operator by Sumlock in the late 1940s. She 
worked until I was born, and has not had a full- 
time job since. In the 1970s I became the first in 
the family to attend university, and on leaving 
decided on the seemingly safe option of 
becoming a chartered accountant. I felt lucky to 
obtain a position with one of the Big Eight 
accountancy firms, for despite the coming into 
effect of equal opportunities legislation the 
profession was reluctant to employ women. At 
one of my unsuccessful interviews I was told by a 
partner at an office who were in the process of 
taking on 15—20 graduates, that they had 
“already taken on one woman”, in such terms 
that indicated that one was quite enough! 
Discussing this with other women trainees from 
a variety of firms, I found that questions 
concerning their plans for marriage and children 
were common, one had even been asked by an 
interviewer whether she was taking the “pill”. 
Starting our careers as chartered accountants 
in the mid-1970s we were part of what 
Ciancanelli et al. (1990) refer to as the “gender 
revolution” in accountancy. Whilst women 
were beginning to be taken on as trainee 
accountants in more than merely token numbers, 
major problems remained. As a junior employee 
a woman could be accommodated into the audit 
team without too much difficulty, but being the 
senior member of an audit team was harder. 
Clients would be asked if they “minded” having a 
woman auditor, and once at the client’s premises 
it could become éven more awkward. It was 
usual for members of the client’s staff to assume 
that the man in a suit was in charge, and the 
woman with him must be his assistant. 
Standard audit procedures such as verifying 
fixed assets include physically checking items, 
and this could create problems for women 
auditors. In the old industrial area of the West 
Midlands where I worked, these physical checks 
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could involve going into places which were by 
custom closed to women, for example foundries 
and moulding shops. The presence of a young 
woman in these places did not go unnoticed, 
workers would stare and point out this strange 
person to their colleagues. This was possibly not 
unconnected with the fact that the expected 
smart dress and high-heeled shoes of the female 
auditor were singularly inappropriate in an old 
foundry with greasy floors and open staircases 
made of metal grid. 

In these old foundries and factories it was 
often the case that the only female presence was 
symbolic: the scantily clad pin-up girl. At one 
plating shop I visited in Wolverhampton, women 
were reduced to breasts: hundreds of pairs of 
them cut from calendars and magazines and 
carefully pasted to the walls. Real women were 
often only to be found in the main offices, well 
away from the factory floor. They were nearly 
always either clerks or secretaries. Where 
women did work in the factory it was almost 
invariably in special departments for light 
assembly or machine work. The few women in 
supervisory or management positions were 
nearly always involved only in supervising or 
managing women, and then only at the lower 
levels. I never met a woman accountant, either 
management or financial; accountancy was 
clearly a man’s world. 

As a woman auditor in the West Midlands in 
the 1970s, I experienced what Denise Riley 
describes as “the stubborn harshness of lived 
gender” (1988, p. 3). As a woman in the male 
world of accountancy, I became especially 
aware of the gender division of labour; for not 
only did the accountants (male) at the clients I 
visited consider it odd to have a female auditor, 
so did the secretaries and clerks (female). 

All the books discussed in this review deal, 
albeit in different ways, with this question of the 
gendering of the division of labour: what jobs 
women do, why they end up doing them, and 
what happens when they try to break the mould 
and go into the man’s world as I and my female 
contemporaries did in accounting in the 1970s. 
Whilst In a Man’s World (Spencer & Podmore, 
1987a) does not claim to be comprehensive in 
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its coverage of professional occupations, it is 
typical for its type in that the accountancy 
profession is not discussed. Comparatively 
speaking, accountancy appears to have received 
relatively little attention from writers on gender 
from outside accountancy. Rosemary Crompton 
is the most notable exception,” and her joint 
book with Kay Sanderson (1990) has been 
included in this review. 

Within accountancy there has been a growing 
interest in women’s entry into the profession. In 
Women in the Accounting Profession (1986), 
Shari Westcott and Robert Seiler provide a 
welcome documentation of the historical, socio- 
logical and cultural background of the opening 
of the profession to women in the United States: 
One of the important points they bring out is the 
comparative recency of women’s entry into the 
accounting profession in anything but very small 
numbers. In 1899 Christine Ross became the 
first woman to be issued with a CPA certificate, 
in 1910 there were 13 women CPAs, by 1948 
there were 300, and by 1960, 1500 (Westcott & 
Seiler, 1986, p. 15). This was only a very small 
number compared to the total in the profession, 
and it was not until the late 1970s that growth 
really took off. By 1985 women made up 30- 
40% of those receiving the CPA certificate each 
year. 

The authors postulate that the change since 
1960 in the profession’s treatment of women has 
been due to a combination of shortages in 
qualified personnel, and new legislation curbing 
unequal treatment of women and other minority 
groups; commenting that to effect changes in 
discriminatory practices within the profession 
both changed management perceptions and 
changed expectations on the part of women were 
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needed (p. 57). They "argue that despite this 
progress women still have “difficulty obtaining 
true equality” (Foreword), for there are “con- 
tinuing biases” (Westcott & Seiler, 1986, pp. 
134-136).3 A range of issues affegting women 
such as dual career problems and stereotyping 
at work are considered in detail, and illu- 
strated by extracts from interviews with women 
accountants. 

Whilst the book clearly achieves the aim of 
being accessible to those currently practising, 
training for, or considering entry to the profes- 
sion, its weakness is its lack of any analysis of 
what lies beneath the surface of facts such as the 
disproportionately few women who make it to 
be partners in accounting firms. The book could 
have been much enriched by a more analytical 
approach. It is notable that the literature cited is 
very limited in its scope and contains little 
outside the field of American professional 
accounting. I could see no references to the 
blossoming literature on gender division of 
labour in other occupations and indeed on 
gender more generally. It is also noticeable 
that there is a distinct bias towards the 
experiences of women who stay in, and have 
been successful at, public accounting. It would 
have been valuable to consider what happened 
to the women who left the profession to 
work as accountants in commerce, industry or 
academia. 

As the literature cited in Westcott & Seiler 
(1986) illustrates, during the last decade the 
profession itself has begun to show far more 
interest in its female eniployees. They seem to 
have moved from being a kind of honorary, if 
disadvantaged man, to being a valuable category 
of employee with a set of problems called 


? Rosemary Crompton’s co-authored book Gendered Jobs and Social Change (Crompton & Sanderson 1990) is the latest ina 
considerable number of books and papers on this subject which she has been involved in (for instance: Crompton, 1989, 
1987a,b; Crompton & Mann, 1986; Crompton & Sanderson, forthcoming; Crompton & Jones, 1984; Crompton & Reid, 1982), 
She has been particularly concerned with analysing issues around women and white-collar work. 


3 Discrimination still exists in the U.S. against women accountants. Hooks & Cheramy (1989) report that women now 
represent around 50% ofnew hires but only 14% ofall managers and a scant 3% of partners at the largest firms. Even when the 
fact that women in the profession are, on average, younger than the men is taken into account, it is clear that they are not being 


promoted at the same rate as men (p. 67). 
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juggling family and carter. This can clearly be 
seen in the professional accountancy press 
(such as Accountancy in the U.K., and The 
Journal of Accountancy in the US. ). Accountancy 
recently wegt so far as to print an article on 
smart pregnancy clothes suitable for the female 
accountant, something surely unthinkable a 
decade ago. One interesting issue that this raises 
is the possible consequences of the creation of 
the “woman accountant” as a category for 
discourse within the profession. At one level 
such an interest can be seen simply as a positive 
thing for women, possibly leading to greater 
opportunities for flexitime and so on, but at 
another, it could mark the beginning of the 
creation of special career structures “mommy 
tracks” for women, and ghettos of less well-paid 
work within the profession. 

Such ghettos have been created in other 
professions in which women have been active 
for longer. This is illustrated in the essays on 
women in male-dominated professions edited 
by Spencer & Podmore (1987a). The over- 
whelming picture which comes out of these 
studies is that whilst women have made inroads 
into the male professions, they tend to be 
marginalized. Women “travellers” have difficulty 
succeeding “in a male world” (Marshall, 1984). 
The reasons are many: there is the undermining 
effect of sex-role stereotypes, career timetabling 
based on the male norms, the exclusion of 
women from male networks, the problem of 
visibility, polarization, and assimilation associated 
with the relatively low representation of women 
in organizations (Legge, 1987, p. 55). The higher 
up in the professional hierarchy one looks, the 
fewer women one finds. Women working in 
male-dominated and male-oriented professions 
find themselves in a classic “double bind”: if they 
conform to the dominant male norms of the 
profession, they will be regarded as “unnatural” 
women; while if they distance themselves from 
the professional norms, they will not be accepted 
by the men as competent professional colleagues. 
There is a basic incongruity between their 
personal identity as “feminine” and their member- 
ship of a profession which is strongly “masculine” 
(Spencer & Podmore, 1987a, pp. 129—130). 
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Writing on women scientists in the British 
National Health Service, Hilary Homans (1987) 
comments that “for a woman to be successful in 
medical laboratory sciences it seems she has to 
be childless; but this does not apply to men”, 
quoting one ofher male interviewees saying that 
“women have this terrible biological hazard of 
going off and having children” (Homans, 1987, 
p. 95). There is a belief that “because women 
may leave to have children they should not be 
promoted”. However, when data on wastage 
rates were examined, together with the informa- 
tion collected from women themselves, three 
major reasons emerged for disputing this assump- 
tion, namely that not all women leave to have 
children, any member of staff is likely to leave, 
especially the male careerist, and that women 
are assumed to want to leave when they have 
children, not stay on or return at a later date. 
Homans comments that the “man-made myth” 
that “all women will leave to have babies” 
dominates: “patriarchal beliefs about women’s 
place are deeply held and firmly entrenched 
even amongst supposedly rational men in 
scientific occupations (1987, p. 108). 

Much of the research conducted by the 
contributors to Spencer & Podmore (1987) 
could with value be carried out in relation to 
women in the accountancy profession. As 
Ciancanelli et al. (1990) point out, whilst we are 
ten years into the gender “revolution” in 
accountancy, in terms of women entering the 
profession, we have little systematic data on 
women accountants and their impact on the 
practices and culture of the organizations in 
which they work and the profession as a whole 
(p. 117). Research could help illuminate the 
characteristics of the double-bind faced by 
women in the accountancy profession. That it 
exists was well illustrated by the case of Ann 
Hopkins, who fought a seven-year battle in the 
US. courts to show that Price Waterhouse had 
committed sexual discrimination when they 
failed to make her a partner. Under the heading 
“PW ordered to make ‘macho’ woman partner”, 
the British professional magazine Accountancy 
Qune 1990) reported that although she earned 
“dramatically more” fees than the other candi- 
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dates she was not promoted, but advised to 
“walk, talk, and dress more femininely”. She was 
viewed as an “unnatural” woman and that 
counted against her. 

The weakness with Spencer & Podmore’s 
book is that the empirical work reported in the 
individual essays is nowhere brought together. 
This could be, but is not, done in the introductory 
chapter. There is a lack of comparison and a Jack 
of theorizing which could clarify the issues and 
there are few references to the rich British 
gender literature of the 1970s onwards (work 
such as Oakley, 1972; Gamarnikov et al., 1983; 
Dex, 1985; Beechey, 1979; Crompton & Mann, 
1986; Riley, 1983; Hartmann, 1981).4 

Crompton & Sanderson (1990) can hardly be 
accused of a lack of theorizing, quite the 
opposite. This is an ambitious book which, as 
the title indicates, examines the relationship 
between “gendered jobs” and “social change”, 
the basic issue being the profoundly gendered 
nature of the division of labour in British society. 
Despite the equal pay and anti-discrimination 
legislation of the 1970s, and the entry of more 
women into previously male bastions (such as 
accountancy), most women still remain in low 
paid “women’s work”. 

Like many other current work in this area, the 
book begins by considering the thorny question 
of the ultimate determinants of gender oppres- 
sion (for example: Oakley, 1989; Walby, 1988a; 
Scott, 1988), an issue which can be neatly 
summarized in terms of “class first” versus 
“patriarchy first”. Marxism has long treated the 
concept of gender as secondary, having no 
analytic status of its own. The predominant 
mode of production is seen as crucial in 
determining exploitation of all forms. Women 
should associate themselves with other oppressed 
groups (classes) in order to work for the 
revolutionary transformation of society. On the 
other hand, theorists of patriarchy have argued 
that the concept of “class” is gender-blind. 
They have directed their attention to the 
subordination of women and explain it in 


4 Much of this work is reviewed in Oakley (1989). 
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terms of the “need” of the male to dominate the 
female. 

The approach which Crompton and Sanderson 
take is one of “compromise” between the two 
positions. Paraphrasing Giddens, they comment 
that “what people do always presupposes some 
kind of pre-existing structure (rules of behaviour, 
resources, etc.), but in what they do, people 
simultaneously create the structure anew” 
(p. 12). Their aim is then defined as exploring 
“the division of labour within the occupational 
structure”, a structure comprising resources 
(the types of jobs available) and rules (both 
“rational” concerning qualifications and conven- 
tions about what is “women’s” work). So far 
as people follow the rules, these practices 
reproduce the division of labour exactly, but this 
seldom occurs as the occupational structure is 
simultaneously transformed by people even as 
they reproduce it. Capital shapes the occupa- 
tional sructure through the development of, 
for example, new technologies. Occupational 
groups such as professions also shape it, as do 
gender relations. Using this theoretical formula- 
tion, it is possible to continue to use the concept 
of class, recognizing that there are practices 
which reproduce and transform the structure, 
and these are not simply random. 

In Chapter 2 Crompton and Sanderson move 
on to discuss occupational segregation, and 
rather than stress either the “supply side”, i.e. 
the particular characteristics of female labour, or 
the “demand side”, in the sense of employers’ 
demand for labour, they emphasise the import- 
ance of examining the processes of occupational 
segregation (Crompton & Sanderson, p. 32). 
They write how “at any moment in time, 
occupational segregation is being reproduced 
by cyclical practices which are the outcome of 
past conventions regarding the ‘proper’ relations 
between the sexes, in particular characteristic 
of national economies, and so on, as well 
as transformed by divergent practices such 
as the ‘qualification lever” (p. 43). The 
latter is seen as the way in which women, by 
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obtaining the relevant’ qualifications, can gain 
access to an occupation in which the labour 
market was maintained through credentialist 
exclusion. 

Crompton and Sanderson develop a model of 
the occupational structure which attempts to 
combine within one framework both the nature 
of the labour market and the characteristics of 
the individuals within it. This is defined by two 
axes, a vertical one which moves from high 
qualifications to low, or no, qualifications; 
and a horizontal one, which distinguishes 
between occupational and organizational labour 
markets; occupational labour markets being 
those characterized by extensive mobility (either 
voluntary or involuntary) and organizational 
labour markets by the control of employment 
opportunities by firms or organizations. 

The model is further elaborated by, in the case 
of higher level occupations, the movement on 
. this latter axis from occupational labour markets 
(OLMs) to occupational internal labour markets 
(OILMs) (in the middle) to firm internal labour 
markets (FILMs). The first of these, OLMs, 
include individuals whose skills and qualifica- 
tions enable them to move easily between jobs 
(for instance professional accountants); the 
second (OILMs ) are similar, but are linked to the 
internal labour market of the firm (for instance, 
an accountant in a corporation); the third group, 
the FILMs, obtain firm or industry specific 
qualifications. 

They move on to examine women’s employ- 
ment in a number of selected occupations, 
beginning with pharmacy and accountancy as 
examples of “professional occupations” requiring 
extensive training, neither of which have been 
sex-typed as female. Crompton and Sanderson 
discuss how professional qualifications in account- 
ancy in Britain divide into two groups. Firstly, 
occupational qualifications, which describe the 
chartered accountants who work in professional 
accountancy firms (members of one of the 
chartered institutes of accountants). Secondly, 
organizational qualifications, which describe 
those who train in organizations to be manage- 
ment or certified acccountants. In the actual 
_ pattern of employment these distinctions become 
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blurred, as in Britain it is common that the 
occupational qualification of chartered account- 
ant is regarded as a general qualification in 
accountancy, chartered accountants moving 
into industry or commerce after qualifying. In 
other words, they move from an OLM (the 
profession) to an OILM. 

Crompton and Sanderson write that generally 
women who work within OLMs (in accountancy 
this would mean in professional firms) have a 
tendency to be concentrated at the “practitioner” 
level in the professions in question. At this level 
it is possible for them to work part-time in 
relatively well-paid positions, but with the 
disadvantage of few career prospects. Women 
are expected to be found in much smaller 
numbers in positions in industry and commerce 
as there are not such good possibilities for 
working part-time in OILMs. Applied to account- 
ancy, this would suggest that women would be 
found working part-time in professional firms. Is 
this the case? Crompton and Sanderson comment 
that research done in the 1970s suggested that 
there might be developing a part-time “practi- 
tioner” option for women, but it seems less clear 
that this is the case now. Amongst the reasons 
why this has not developed could well be that 
the young and highly qualified women in 
accountancy can easily compare their careers 
with those of men (unlike, for instance, women 
working in pharmacy, for which the part-time 
“practitioner” option is one often taken). In a 
situation where easy comparison with men is 
possible, there tends to be more commitment on 
the part of women, and greater resistance to 
discriminatory practices. 

This analysis has potential, but overall the 
section on accountancy was very disappointing. 
Perhaps that was inevitable, for the potential of 
the complex and ambitious theoretical perspec- 
tive developed at the start of the book could 
hardly be expected to bear fruit in the 18 pages 
devoted to accountancy. To a reader acquainted 
with the accountancy profession, the chapter is 
sure to irritate, for the authors do not seem to be 
clear that a large proportion of ICAEW members 
train with one of the “Big Six” accountancy 
firms. These firms have a very special professional 
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structure where graduate trainees do most of the 
kind of work one might expect to find clerks 
doing in industry. Within these firms there is a 
set career pattern where people either get 
promoted on a regular basis or they leave. To 
deal adequately with the issues involved would 
require a far longer and more detailed analysis of 
the development of the profession and of 
women’s role in it. Put in a nutshell, the problem 
is that the authors want to use their theory to 
analyse a wide range of women’s jobs. But 
analysis of the type which the theory seems to 
indicate should be carried out requires a much 
more detailed look at each occupation. 
Crompton and Sanderson make an important 
point, however, at the start of the chapter on 
the accountancy function, and that is that 
accountancy is not a restricted occupation, viz.: 


this “recording of data about economic events” is carried 
out by large numbers of people, not all of whom will be 
trained or qualified accountants. Many of the unqualified 
will be working as bookkeepers, wages clerks, and so on, 
and many will be women (p. 90). 


Having raised this issue, they then lose sight of it 
again as their model of the occupational 
structure leads them to begin by defining the 
labour force according to level of qualification. 
Thus when they are discussing accountancy 
they concentrate on qualified accountants, 
examining the organizational and occupational 
careers of women accountants, having defined 
out of consideration the division of labour 
within the whole craft, or function. Thus within 
the chapter on accountancy there is no serious 
discussion of the unqualified women in jobs 
related to those of the qualified, for example 
bookkeepers or accounts clerks. The same 
applies to the women in jobs related to those of 
women pharmacists, for example laboratory 
technicians or the staff of chemist shops are not 
considered. 

Later in the book they do consider the issue of 
the feminization of clerical work in their case 
study of the building society industry (pp. 109— 
131). It would have been equally interesting to 
consider within the chapters on accountancy 
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and pharmacy the clerical and shop work jobs 
which are typically women’s work and which 
are associated with these professional occupa- 
tions. The accounting department of an industrial 
firm typically consists of a male accountant, a 
couple of male assistants and a large group of 
female clerks and assistants. In other words, the 
craft (Burchell et al 1980) of accounting, 
understood in terms of the activity of making 
financial records and creating the accounts of 
organizations, is not limited to accountants 
alone. With a longer historical perspective one 
could ask about the processes which led to 
accountancy becoming a male-dominated profes- 
sion, and clerking a female-dominated one. 
Hopwood suggests that: 


until recently the professional echelons of accounting 
were a male preserve with women confined to the 
clerical and secretarial functions ... Indeed one of the 
aims of the early professionalisation projects in account- 
ing might be seen in terms of a solidification of the 
demarcation between the gentlemanly professional and 
the mere (and usually female) clerk, where previously 
the distinction had been vague and ambiguous, if existent 
at all (1987, p. 67). 


The feminization of clerkdom, and the con- 
comitant downgrading of the status of clerks, 
long ago attracted the attention of sociologists 
interested in class and social mobility (see 
Lockwood, 1958). During recent years there has 
been a rebirth of interest in the subject, and a 
reconsideration of this problematic. In Women 
in the Administrative Revolution (1987), Graham 
Lowe addresses in detail the feminization of the 
clerical labour force in Canada between 1900 
and 1930; a feminization characterized by the 
creation in companies of female job ghettos 
where the prospects for promotion were small 
and the pay, by male standards, low. Raising the 
question of how we can analyse this develop- 
ment, Lowe introduces labour market segmenta- 
tion theory (see for instance Gordon et al., 
1982), which postulates that the rise of corporate 
capitalism has fragmented a once fairly homo- 
geneous working class by segmenting the labour 
process within firms and thus within the labour 
market. Lowe finds that this theory is less then 
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adequate when it comes to explaining the 
creation of female job ghettos, and argues that in 
order to explain them it is necessary to examine 
the interaction between the demand factors for 
female labous coming from corporate capitalism 
and supply factors such as the characteristic of 
the women and of their lives which brought 
them to a particular part of the job market. It is 
through studying this interaction between 
supply and demand that we can begin to 
understand how women ended up working in 
clerical job ghettos. For instance, one important 
factor seems to have been the constitution 
of the idea in society of the work of the 
clerk as appropriate for women, something 
influenced by the notions of employers as to 
what women could do efficiently for a lower 
salary than men, and the expectations of women 
themselves. 

Lowe studies the history of the feminization 
of the clerical labour force in Canada, care- 
fully detailing the developments in particular 
organizations. This enables him to make a subtle 
analysis of how economic, organizational and 
ideological factors combined in different ways 
to underpin the entry of women into the office. 
One of the most striking points he brings out is 
how firms at first used the supposed special 
feminine characteristics of women to argue that 
they could not employ them at all, and then 
when they began to appreciate what a valuable 
cheap source of labour women could be, these 
same characteristics were referred to in justifying 
their employment in large numbers to do routine 
clerical work. As he writes, the firms “mobilized 
popular conceptions of male and female attri- 
butes to include or exclude women” (Lowe, 
1987, p. 176). Thus ideologies of gender must be 
seen as “fundamental to the creation and 
perpetuation of labour market inequalities in 
both internal and external labour markets” 
(p. 1976). By 1930 the clerical labour market 
had been “Balkanized into male and female 
compartments”, which meant that women 
competed amongst themselves for the new, 
bottom tier of administrative jobs, while men 
contended for the better positions (p. 83). 

Although Lowe discusses the way in which the 
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rationalization of the office, including the 
introduction of cost accounting systems, created 
jobs which were deemed to be suitable for 
women, he does not discuss in detail how this 
involved the creation of professional jobs 
defined as suitable for men. Management, in this 
analysis, remains a kind of black-box, a weak- 
ness clearly linked to the book’s base in 
labour market segmentation theory. It would be 
fascinating to see the other side of the coin, that 
is the concomitant construction of management 
jobs defined as masculine. In particular, it would 
be interesting to analyse the way in which the 
appearance of huge accounting departments 
(Lowe, 1987, pp. 118-119) involved not only 
the creation of female clerk jobs, but also the 
creation of masculine accounting ones. 

An issue worth raising is that of the content of 
the clerk and accountant jobs. Lowe tends to 
assume that women’s jobs in the office were on 
the whole unskilled, whilst men’s jobs were 
skilled. In an essay in In a Man’s World (Spencer 
& Podmore, 1987a), Rosser and Davies describe 
how their assumptions concerning the work ofa 
particular group of women in the British 
National Health Service (NHS) were challenged. 
Their initial interest was in problem of the 
underrepresentation of women in the senior 
levels of administration in the NHS. Whilst 
health service adminstration as a whole was 
composed of over 90% women, the vast 
majority of these were on clerical and secretarial 
grades. Despite the entry of an increasing 
number of women to the administrative grades, 
there were still very few at a senior level. 
Previous studies of the position of women in 
health service administration had tended to 
focus on the problems faced by this élite group. 
The position of the vast majority of women who 
were on clerical and administrative grades was 
automatically excluded from study by-definition, 
the argument being that their. work was not 
administration and they were not administrators 
per se. 

Rosser and Davies challenged this last assump- 
tion. They found that there was a group of 
women who were in fact carrying out admini- 
strative functions, but were defined as being part 
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of the vast army of clerks and secretaries. They 
called this form of job the “Female Office 
Management Function” (FOMF). Typically, these 
were women who had originally been employed 
as ordinary clerks or secretaries, and had 
gradually been promoted to a position where 
they were fulfilling a management function. 
Often they had been employed in the organiza- 
tion for a long time, and were usually in the age 
range early forties to late fifties. Whilst they were 
highly intelligent and competent, they lacked 
the formal qualifications which would have 
enabled them to be promoted to an administra- 
tive grade. One of the crucial differences 
between the FOMF posts and career administrator 
posts was that the former were seen as “dead- 
end” posts, rather than stepping stones in 
an administrative career (Rosser & Davies, 
1987, p. 65). Another difference was that due 
to their secretarial background they were 
often expected to act as both secretary and 
administrator. 

Rosser and Davies conclude that in order 
to understand gender discrimination in NHS 
administration it is necessary to take account not 
just of the problems of women in administrative 
grades, but also of the jobs of those who are 
excluded from the definition of administrator. 
This raises the issue of the way in which issues of 
gender are discussed in the accountancy profes- 
sion. As discussed earlier, many of these 
involved in the accounting function in the 
enterprise are not defined as accountants per se, 
they are defined as clerks and assistants. During 
my period as an auditor in the West Midlands, I 
came across women in industry doing jobs 
associated with accountancy which could be 
defined, following Rosser and Davies, as FOAF 
(Female Office Accountancy Functions). These 
women held responsible positions in the account- 
ancy function (such as running the purchase 
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ledger), but with no formal qualifications, and 
classified as “mere” clerks, they received low 
wages and had little status. I would like to 
suggest, although with no more evidence than 
these personal memories,’ that iteis important 
that when we examine gender in accountancy 
we examine the accountancy function as a 
whole, and not just the professional accountant. 
We need to understand how the function is trans- 
lated into occupational positions, recognizing 
that this is done in quite different ways in 
different social and cultural contexts. 
Women’s employment in the accountancy 
function, both at the higher level as accountants 
and at the lower as clerks and bookkeepers has 
clearly increased rapidly during the last two 
decades. In 1986 researchers and labour activists 
from Europe and North America concerned with 
the current situation of women in the labour 
force were brought together at a conference at 
Harvard University. This conference led to the 
publication of an edited book: Feminization of 
the Labour Force: Paradoxes and Promises 
(Jenson et al., 1988). As the title indicates, there 
are paradoxes in the continued rise in women’s 
participation in the labour force in Europe and 
the U.S. Most strikingly, this general rise has 
occurred despite very different responses by 
employers, unions and the state in different 
countries to women’s participation; participa- 
tion rising in some countries even in the 
presence of policies aimed at keeping women in 
the home. Although more women are employed, 
they are still far from equal to men, for they 
tended to be concentrated in a few low-paid 
sectors of the labour force, and the traditional 
burden of paid and domestic labour still bears 
heavily upon them (Jenson et al., 1988, p. 4). 
However, despite this general similarity in 
trends between countries, the overall picture is 
more complex. In the different countries, 


> Although in this context it is interesting to note that Strom (1987), writing about the U.S. in the early years of this century, 
suggests that “in all likelihood more women were performing accounting, auditing, and bookkeeping junctions than 
indicated by the census records” (p. 78). The director of the Census Bureau in the U.S. between 1910 and 1940 routinely 
instructed census clerks to reclassify individals who did not fit into preconceived categories, and a study made of this practice 
suggested that if there were blacks or women in skilled trades or high status occupations the census data would tend to 


obscure them (reported in Strom, 1987, p. 79). 
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examined, changing policies and attitudes by the 
State, unions and employers have interacted 
with the needs and expectations of women 
workers in different ways. It becomes clear that 
if we are tœ analyse the changing nature of 
women’s occupational involvement in account- 
ancy, as accountants or as clerks and bookkeepers, 
then we have to be aware that this involvement 
occurs within a wider social and political 
context. The working lives of women are shaped 
by many factors beyond the workplace, for 
instance state policies regarding childcare and 
the possibilities of further education for adult 
women. These policies create constraints or 
opportunities for women which affect their 
possibilities for advancement in the office. 
Cross-cultural studies of the nature of the 
gendering of the division of labour within the 
accountancy function could help to illuminate 
these relationships. 


CONCLUSION 


The issue of gender in accountancy has 
tended to be treated as one of how many women 
professional accountants there are, and the 
extent to which they face discrimination. The 
strengths and weaknesses of such an approach to 
the study of women in accountancy are clearly 
illustrated by the discussion in Westcott & Seiler 
(1986); for while the book has the strength of 
clearly illustrating the problems women face in 
the accountancy profession in the U.S.A., it lacks 
the deeper analysis necessary for furthering 
our understanding of women’s role in the 
accountancy function. 

It has been argued in this review that it is 
important to examine the position of women in 
the whole of the accountancy function, not 
just in professional accountancy. This means 
analysing historically the development of a 
situation where women are overwhelmingly 
dominant in the lower levels of function, namely 
the clerk and bookkeeper jobs, and in a minority 
in the higher levels, namely accountancy. One 
question which needs to be researched in this 
context is the extent to which a FOAF exists in 
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the same way as the FOMF was found by Rosser 
& Davies (1987) in National Health Service 
Administration. In the context of this, the issue 
of the effect of new technology on the roles of 
the accountant and clerk needs to be examined. 

The books discussed in this review represent a 
very small part of the growing literature on 
gender. This literature on gender has influenced 
the study of the social and organizational roles of 
accounting in that articles have appeared on 
gender and accountancy; articles in the main 
written by women accounting academics (as 
this special issue of Accounting, Organizations 
and Society bears witness). What is now needed 
for gender issues to be brought into considera- 
tion in articles which do not have the gender 
issue as their main subject. Gender has tended to 
be ignored in studies of accountants and 
accounting. As Kirkham remarks (1992), gender 
needs to inform work on accountancy, it should 
not be marginalized. For instance, in the record 
company described in the paper entitled “The 
Taxman Cometh” (Preston, 1990), the book- 
keeper was a woman who perhaps could be 
described as filling a FOAF job. It is difficult to 
say, for this is not discussed. As Kirkham (1992) 
writes (following Walby, 1988a), we need to 
push for the full integration of gender politics 
into the mainstream, theoretical concerns of 
accountancy, not just the adding on of women as 
a special case. 

The issue of gender is not just an academic 
one, it affects us all. In academia itself, women 
are usually seen as having equality with men. 
There is an unstated assumption in institutions 
of higher education that there is no discrimina- 
tion, that women academics are equal. In 
Women Academics: a Case Study in Inequality 
(1987), John McAuley challenges this. The 
institution he studied resembled many in higher 
education in that the lower one went down the 
hierarchy, the higher the proportion of women. 
There was only one woman at the level of head 
of department or above. He writes that men’s 
actions are not always purposive in the sense of 
being designed to keep women invisible (if they 
were they would be more capable of amelicra- 
tion), but based on men’s common sense 
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assumptions about the world and on their 
ignorance about the differences between these 
and the hard truths as they are encountered by 
women (p. 162). These truths of lived gender 
within the academic community include, for 
instance, that of “decompetencing” behaviours 


by men, “part of the filigree of small-scale, 
socially organised behaviours which are unceas- 
ingly iterated” (Heritage, 1984, p. 198). A con- 
sideration of gender in accountancy requires a 
consideration of our own positions and actions, 
not just those of the subjects of our work. 
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Abstract 


This paper analyses the feminization and professionalization experience of accounting in the United Kingdom. 
Accountancy is involved in an on-going struggle to consolidate its privileged position in society. It is, 
therefore, particularly sensitive to any process which may threaten this position. Since the position of women 
in society is a subordinate one, the increasing feminization of accounting may adversely affect this struggle. As 
a result, complex patriarchal structures evolve to reduce the threat to professionalization that feminization 
may pose, and also to reduce the contradictions between women’s subordinate role in society, and their 
relatively privileged role in professionally aspiring occupations. 


The feminization of the professions in Britain is 
a relatively recent phenomenon which can be 
readily identified as occurring since the mid- 
1960s. Between 1971 and 1981 the percentage 
of women belonging to socio-economic groups 
1—4! had increased by 45%, compared to an 
increase of only 16% for men (Crompton & 
Sanderson, 1990, p. 164). This process of 
feminization is well illustrated by the experi- 
ences of accountancy, an occupation which has 
been involved in a long struggle to achieve 
professional status. A number of studies have 
attempted to explain the position of women 
within accounting in Britain (e.g. Silverstone, 
1980; Crompton, 1987a; Kirkham & Loft, 
1991), but a serious shortcoming of this 
existing work is its attempt to analyse account- 
ing, and its recent feminization, in isolation 
from the position of accountancy in wider 
society. We attempt to integrate an analysis of 


the feminization of professions with a wider 
discussion of professionalization projects, and 
in particular the struggle of professions to 
maintain and extend their privileged position in 
society. 

An analysis of the feminization of the pro- 
fessions has much to contribute to the debate 
on women and work since there are many 
unique factors relating to this process. The ' 
professions have traditionally been male 
dominated, they are viewed as men’s work and 
offer rewards of high status, high pay and good 
opportunities for promotion not commonly 
associated with women’s work. Also, factors 
generally seen as contributing to the segrega- 
tion of occupations by sex are absent; for 
example men and women within the professions 
tend to have the same relatively high level of 
formal qualifications, and in general there is a 
lack of part-time work opportunities. Therefore, 


' Socio-economic groups as defined in the Census of Population. 1—4 consist of employers, managers and professionals, in 


industry and commerce. 
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the feminization of professions may have im- 
portant implications for the position of women 
in the labour market as a whole. On the one 
hand it may improve women’s overall position 
by providing beneficial role models to other 
women, and by helping to eradicate misleading 
sex—role stereotypes which have contributed 
to the marginalization of women in the labour 
market. On the other hand, the increasing 
numbers of women entering professions may 
be perceived as a threat to the status of 
professions as a whole. Such a phenomenon has 
been identified as occurring in personnel 
management during the 1980s (Crompton & 
Sanderson, 1990). 

The ideas introduced above are extended, by 
first providing a critical appraisal of the existing 
literature on professions and the role of women 
in these occupations. This discussion is sup- 
plemented by focusing on accountancy as a 
case study of the position of women within an 
occupation striving for professional status. 
Accounting is involved in a long and complex 
process of professionalization. Its ongoing 
struggle for professional status has an inherent 
gender element, which has implications for the 
analysis of women’s position in the labour 
market and in society in general, and for the 
position of professions in society. 
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The position of women within the professions 
is usefully interpreted as the result of inter- 
actions between the position of women, and 
the position of the professions, within capitalist 
society. These should be seen as interactive 
dynamic processes which cannot be analysed in 
isolation. This section has two central themes. 
Firstly, the extent to which the position of 
women within the professions is essentially 
contradictory, and secondly, the extent to 
which the feminization of the professions may 
alter the status of the professions as a whole. 

If women are to be located in the professions, 
then the professions must be located in the 
wider societal structure. There is much debate 


J. ROBERTS and J, A. COUTTS 


within sociology as to whether it is meaningful 
to strive for a definition of “professions” 
(Friedson, 1983; Saks, 1983; Macdonald & 
Ritzer, 1988). The taxonomic approach has 
done just this, assuming that professions are a 
special category of occupations which possess 
unique traits and attributes which are alleged to 
be functional to the wider societal system 
(Millerson, 1964). This type of analysis has 
been applied to accounting on numerous 
occasions in an effort to test whether account- 
ing should be classified as a profession (Roy & 
McNeil, 1967; Dyckman, 1974; Jones, 1981; 
Groves et al, 1984). The studies provide 
inconsistent results largely because their taxo- 
nomic basis ignores the social and historical 
conditions under which professions are formed. 
This is a serious shortcoming, since as Johnson 
(1977, 1980, 1982) has shown, there is no 
uniform process of professionalization and no 
unique model of a “profession”. Historically 
specific circumstances are crucial to the under- 
standing of the development of professions and 
professionalization. An inherent part of this 
historical dialectic concerns issues of gender 
which are central to any professionalization 
project, not least that of accounting. 

Despite these criticisms, Crompton (1987a) 
has utilized elements of this taxonomic approach 
to derive a definition of professions as, 


occupations whose claims are based on a codified body 
of theoretical knowledge, regulated by a professional 
body, which also oversees the behaviour of the 
professional practitioners ... as a consequence (or as a 
reward?) professional occupations are characterized by 
high levels of autonomy (in deference to professional 
competence) and material reward (in recognition of 
professional expertise), as well as a high level of social 
status (p. 105). 


While this is a detailed description, it is not 
particularly useful in analysing the position of 
women within the professions since it does not 
provide an analytical basis for the study of the 
position of professions in society. This may be a 
fault of definitions in general; to a large extent 
they merely describe the existing situation and 
do not have a role in justifying or questioning 
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the status quo. It is for this reason that 
MacDonald & Ritzer (1988) argue that it is 
futile to devote much attention to defining 
professions, rather there is more to be gained 
from explicitly analysing the place of the 
professions within society. 

This has been pursued by the Chicago school 
of symbolic interactionists, whose primary 
assumption is that professions are essentially 
the same as other occupations. There is no 
precise definition of professions, “profession” is 
merely a title claimed by certain occupations at 
certain historically specific times (Atkinson, 
1983). Friedson (1983) suggests that it is not 
appropriate to determine what a profession is in 
the absolute sense, but rather how society 
determines who and what is professional. This 
provides a more suitable basis from which to 
analyse the gendered aspects of professions and 
professionalization. Most of the neo-Marxist and 
neo-Weberian literature that dominates the 
sociological analysis of professions today, 
can be traced to the symbolic interactionist 
approach. 

The Marxist analysis of professions centres 
on the social relations of production, and 
emerged, in part, from the need to locate 
the middle classes in the class system. The 
Weberian literature focuses on market condi- 
tions, viewing society as an arena where 
competing groups struggle with each other, and 
the state, to gain power and status. Neither 
approach tackles the question of women pro- 
fessionals explicitly, but aspects of both can be 
employed in our analysis of feminization and 
professionalization. The primary Marxist con- 
tribution is the debate concerning where the 
professions are located in the class system. 
Opinions differ widely, and at one extreme 
professions are seen as a means of articulating 
the state (Poulantzas, 1975); while at the other, 
professions are seen as subject to proletarian- 
ization and deskilling, gradually losing status 
and power (Braverman, 1974). Wright (1985) 
has argued that the growth of professions has 
. been one factor causing dissatisfaction with the 
traditional Marxist definition of the simple 
polarized class structure. His suggestion that 
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the professions are a “contradictory location 
within class relations” has important implica- 
tions for the position of women professionals. 

Wright (1985) argues that prpfessionals 
within capitalism are both “exploited” and 
“exploiters”, 


they are exploited capitalistically because they lack 
assets in capital and yet are skill exploiters (p. 87). 


This being the case, those in contradictory 
locations will attempt to form class alliances 
with other groups within the class structure. 
Wright suggests that the immediate aspiration of 
professionals will be to use their power as 
exploiters to gain entry as individuals to the 
dominant exploiting class. They do this by using 
the high rewards, accruing to them to buy land, 
property, stocks, etc., which further increases 
their wealth by providing “unearned income”. 
The struggle of the professions to maintain and 
improve their position within society can be 
interpreted as the attempts of a contradictory 
location to form an alliance with the ruling class. 
The professions are involved in a process of class 
struggle, and in terms of an analysis of women 
and the professions, this is an important 
conclusion, since professions will therefore be 
sensitive to any process which may adversely 
affect this struggle, and have a detrimental affect 
on their status. 

The Weberian contribution to the debate on 
feminization and professionalization is rooted in 
an explicit coverage of conflict. Not only class 
conflict, as with the Marxist approach, but also 
conflicts between, and within, occupational 
groups. This idea of conflict as a catalyst for 
change, both in the internal and external 
dynamic (Klegon, 1978), must be central to any 
study of accounting, since it is a highly 
differentiated occupation. The segmented nature 
of occupations that strive for professional status, 
and in particular accounting, should not be 
underplayed. This segmentation creates a diver- 
sity of interests, needs and wants, which are 
central to forming an occupations experience of 
professionalization. 

The struggle for control is facilitated through 
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social closure, which is employed by professional 
groups to defend their privileged position. 
Professions struggle to achieve market control 
and collective social mobility by restricting 
access to a limited group of eligibles (Larson, 
1977). Eligibility is primarily based on creden- 
tialism, where positions are allocated on the 
basis of educational qualifications, and, in the 
case of professions, is often backed by legislation 
such as registration under statute. In this way, 
the professions are protected from actual or 
potential competition from outsiders (see 
Larkin, 1983; Saks, 1983). Parkin (1979) sug- 
gests that exclusion strategies based on creden- 
tialism are used to restrict access to professions 
by requiring educational qualifications in excess 
of those actually required to do the job. These 
qualifications are necessary prerequisites for the 
membership of professional bodies, and this 
practice is legitimized by the state who gives the 
right to practise only to accredited members. 
The professions justify the need for high 
educational qualifications, arguing that they are 
a necessary form of training, but in reality they 
are employed as a rationing device, restricting 
entry to certain occupations. A problem of 
exclusiveness versus market control arises from 
this process of closure. In order to control the 
market, the profession must include every 
individual who has a valid claim to the expertise. 
However, this inclusion introduces marginal 
practitioners who lower the standing of the 
higher-status members (MacDonald & Ritzer, 
1988). Accountants have continually been 
involved in this process of exclusion, struggling 
to legitimize market control, and in particular 
for the ability to “self-regulate” (MacDonald, 
1985; Fielding & Portwood, 1981). This is 
central to our analysis of the position of women 
in the professions, and these issues will be 
considered in more detail in later sections. 
The debate on the position of professions 
within the wider societal structure in only one 
part of our analysis of feminization and profes- 
sionalization. It cannot be interpreted in isolation 
from a more detailed coverage of the position of 
women in society. Women’s position in society 
is a subordinate one, Cooper (1989) argues that, 


J. ROBERTS and J. A. COUTTS _ 


women typically experience social inequality in terms of 
unequal access to paid employment, and economic 
resources; they are subjected to constraints and controls 
on personal autonomy, not experienced by men; they 
have unequal access to the controlling institutions of 
society and suffer general social subordination (p. 43). 


The labour market is an obvious arena for the 
subordination of women and there is a wealth of 
evidence to support this. In 1988 women made 
up 45% of the labour force in Britain, despite 
being 52% of the population; the ratio of 
women’s to men’s hourly earnings in 1986 was 
just 74% (Walby, 1990, p. 22). Forty-four 
percent of women work part-time, compared to 
only 8% of men, and hence do not qualify for a 
wide range of benefits available to full-time 
workers (Employment Gazette, March 1991). 
The labour market participation of women is not 
distributed evenly throughout the economy, 
women are segregated into a narrow range of 
occupations. Traditionally, these occupations 
have much in common with the domestic role 
fulfilled by women; hence catering, nursing, 
teaching and clerical work are defined as 
“women’s work”, therefore denying any contra- 
diction between women’s role in the family and 
their waged work. Milkman (1976) stresses that 
the sex-typing of jobs cannot be satisfactorily 
explained by biological differences between the 
sexes; rather, segregation is determined by 
patriarchal structures to maintain the subordina- 
tion of women. The subordinate labour market 
status of women is summarized by Scott (1986), 
who states: 


Overall, women are excluded from occupations which 
involve the execution of power, scientific knowledge, 
control over capital or technology (pp. 162—163). 


The labour market status of women reflects 
their status in society as a whole — they are 
subordinate, However, if women achieve access 
to the professions then they also have potential 
access to the status and power that the 
professions have acquired. The high status of 
professions and the subordinate status of women, 
within wider society, results in possible conflicts 
as women enter the professions in increasing 
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numbers. The entry of women into professions 
contradicts the subordinate position of women 
in society as a whole. It may improve women’s 
overall position by providing encouraging role 
models to other women and by helping to 
eradicate erroneous sex—role stereotypes re- 
garding women’s attitudes towards work and 
their abilities, which have contributed to the 
marginalization of women in the labour market. 
These processes can result in increased gender 
conflict, which destabilizes the traditional 
gender hierarchy and threatens patriarchal 
power structures. 

Patterns of segregation emerge to counter this 
process. Women do not enter professions on an 
equal basis with men, instead female niches are 
created within professions as a means of 
removing the threat to patriarchal power. 
Professions retain their high status and women 
are segregated within these occupations to 
sustain their subordinate position in society as a 
whole. This segregation can be horizontal with 
men and women generally working in different 
professions. Women are concentrated into 
careers, such as nursing and social work, that 
Etzioni (1969) and Simpson & Simpson (1969) 
have identified as the semi-professions. For 
example in 1989, 81.3% of workers in “medi- 
cine and other health services”,? and 84.2% of 
workers in “social welfare, charitable and 
community services”, were women (Census of 
Employment, 1989). These semi-professions are 
perceived as requiring less training and offering 
less autonomy than the full professions; they are 
also defined as requiring stereotypically femi- 
nine characteristics such as caring, nurturance, 
sympathy and patience (Williams et al., 1977). 
This perception would appear hard to support 


_ empirically; the professional training period of 


three years is the same for a State Registered 
Nurse as it is for a Chartered Accountant. Rather, 
it is the predominantly female composition of 
these semi-professions that has caused them to 
be viewed in this way, as somehow subordinate 
to the full professions. 


2SIC 1980, class 95. 
3 SIC 1980, class 96, group 961. 
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The taxonomic deScription of the semi- 
professions that defines them as being less 
skilled than the full professions is problematic, 
since the definitions of “skill” that it embodies 
are sex-biased. The definition of skill is a social as 
well as a technical issue; Beechey (1987) argues 
that any concept of skill is developed within a 
particular set of social relations and this bears 
important consequences for the skill status that 
any type of work acquires. This is particularly 
relevant within the context of professions, since 
we have already seen that the struggle to achieve 
professional status, does not rest on the actual 
possession of a high level of skills, but rather on 
convincing society that this high skill level 
exists. Capital may have an interest in defining 
certain jobs as low skilled either to keep wages 
low in these areas, or to lessen resistance to 
restructuring by confining groups of marginal 
workers, like women, to these jobs. Capital may 
be joined in this struggle by male workers who 
fight to retain their status above women. Men’s 
higher status in society as a whole, and the 
labour market in particular, facilitates their 
attempts to retain the higher status of their jobs 
relative to women’s. Here then, capitalist and 
patriarchal power structures are mutually re- 
inforcing, working together to subordinate 
women. However, as we will illustrate below, 
this is not always the case, and capital and 
patriarchy may often be in conflict over the best 
use of female labour. 

Hence, the horizontal segregation of profes- 
sional women into lower status careers, and the 
fact that these careers are defined as having low 
status, are factors that cannot be separated. We 
reiterate the argument put forward by Simpson 
& Simpson (1969), that the predominantly 
female composition of the semi-professions is 
the cause rather than the effect of their 
subordinate status in relation to the full profes- 
sions. A good example of the process whereby 
the sexual composition of a job affects its status, 
is provided by the reduction in the status of 
clerical work during this century as it has 
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become feminized. In 19 11, 79% of clerks were 
men and, while conditions varied, the status and 
wages of clerks especially in large institutions 
were high, and opportunities for promotion 
were good. By 1981, 74% of “clerical and 
related workers” were women (Crompton & 
Sanderson, 1990, p. 25); the characteristics of 
the job had changed considerably as technical 
innovation led to routinization and deskilling. 
The job ofa clerical worker today is sex-typed as 
female and no longer has high status or provides 
an introduction to a managerial career. How- 
ever, Crompton & Sanderson (1990) stress that 
within clerical work there are still men’s and 
women’s jobs; for example, in 1981, 74% of all 
railway clerks were men, while 93% ofall clerks 
in education were women (p. 122). Allied with 
this, Stewart et al. (1980) argue that even today 
men who begin their working lives as clerks will 
almost certainly be promoted to managerial 
positions whereas women will not. 

The segregation of women within professions 
can also be vertical, with women concentrated 
in the lower ranks of vertically segregated 
occupations such as teaching and accountancy. 
This process of vertical segregation is heavily 
dependent on the qualifications that women 
acquire, and those that are deemed necessary to 
reach the higher ranks of professions. The neo- 
classical explanation for segregation is that 
women fail to acquire sufficient formal, work- 
related qualifications to have a strong claim on 
highly paid, high status jobs with good oppor- 
tunities for promotion. This neo-classical argu- 
ment is based on the assumption that individuals 
are acting freely and rationally to maximize their 
utility subject to constraints. On the supply side, 
women expect their working lives to be 
interrupted by child-rearing and, in anticipation 
of this, they make fewer investments in human- 
capital (Mincer & Polachek, 1974) and hence do 
not possess the work-related qualifications 
necessary to pursue a linear career. On the 
demand side, employers are unwilling to invest 
money and time training women since they view 
them primarily as an unstable workforce, having 
low attachment to the labour market. Chartered 
accountancy firms spend much time and money 
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training their graduate intake; trainees are given 
formal education in financial and management 
accounting techniques, as well as receiving 
valuable on-the-job experience. In order for the 
firm to achieve a return on this investment, the 
trainee is expected to qualify as a Chartered 
Accountant and continue working for the firm 
generating a continuous income stream. 

The neo-classical theory can be criticized for 
its assumption that economic agents are acting 
freely, as this takes no account of societal power 
structures. Individuals do not have equal power, 
either in the labour market or in the family. 
Specifically, neo-classical theory fails to recog- 
nize the importance of the patriarchal family and 
its constraints on women’s domestic and labour 
market roles. There is also a problem with the 
extent to which lower levels of human capital 
are the cause or effect of observed labour market 
instability; lower wages for women and fewer 
opportunities for promotion may discourage 
them from investing in human capital, and these 
lower investments perpetuate lower earnings 
and patterns of vertical segregation. There is also 
a wealth of empirical evidence to counter the 
neo-classical view. Hakim (1979) has provided 
much evidence for the existence of bi-modal 
working patterns for women in Britain. How- 
ever, using evidence from the Women and 
Employment Survey (Martin & Roberts, 1984), 
Dex (1984) finds that women are returning to 
work sooner after childbirth, and a growing 
number of women now have continuous work 
patterns. This is particularly true in the organi- 
zational “career type” occupations like account- 
ancy, where career breaks, especially between 
the ages of 25 and 35, are very damaging to 
promotion prospects. Crompton & Sanderson 
(1990), in their questionnaire survey of female 
accountants, find that most are contemplating a 
linear career. These women have invested much 
time and money in their training and are not pre- 
pared to suffer the restrictions to promotion that 
career breaks and part-time work tend to bring. 

We have explained above the importance of 
credentialism in restricting entry to the profes- 
sions. Witz (1990) criticizes the existing litera- 
ture on closure concepts for its failure to capture 
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their “gendered dimensions” (p. 676). She 
stresses that professionalization projects have 
both strategy and structures that incorporate 
an important gender element. Witz (1990) 
distinguishes between strategy and structure, 
explaining that strategic courses of action are 
gendered, and these are facilitated by patriarchal 
structures within society. Credentialism pro- 
vides an example, since throughout the develop- 
ment of professions this was a major obstacle to 
the entry of women. For example, the insistence 
on articled clerkships as a port of entry into 
accounting was a severe deterrent to women. It 
was virtually impossible for women to obtain 
articles as there were hefty fees to pay, and this 
required family support which was often not 
forthcoming in the first half of this century. The 
assumption was that women would leave work 
on marriage, and therefore it was not worth 
investing large amounts of money in training. 
However, Crompton & Sanderson (1986) stress 
that one of the major contributory factors 
explaining the increasing numbers of women 
joining professions in the last twenty years is the 
increased acquisition of formal work-related 
qualifications amongst women. In the U.K. in 
1970, 15% of males and 13% of females were 
leaving school with two or more “A” levels, by 
1987 this had increased to 16% for both sexes 
(HMSO, 1990a, p. 57). Also, in 1970, women 
comprised 31% of university admissions; by 
1977 this had risen to 37% and by 1987 it was 
44% (HMSO, 1990b, p. 104). 

It must be stressed, however, that an increase 
in the level of purely academic qualifications 
amongst women will not necessarily change the 
existing pattern of occupational segregation by 
sex. In fact, we argue that vertical segregation in 
the professions is facilitated by the separation 
of formal and organizational qualifications 
(Crompton & Sanderson, 1986). Formal, or 
classroom, knowledge is not sufficient to secure 
good promotion opportunities within a profes- 
sional career. It is also essential to acquire 
organizational knowledge such as experience in 
different specialisms, informal information 
about important customers, and knowledge of 
the unwritten traditions of the organization. 
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Kanter (1977) stresse? that the organizational 
dimension must be analysed together with the 
professional one. At the organizational level, 
male culture dominates and this has adverse 
effects on female life chanceg within the 
profession; in particular women will usually find 
themselves in charge only of other women or 
low-status men. This separation of formal and 
organizational knowledge, and the necessity of 
obtaining organizational knowledge to progress 
in a professional career, illustrates the evolution 
of patriarchal structures that facilitate the 
gendered strategy of excluding women from the 
professions. 

Developing the work of Crompton & Jones 
(1984) and Kanter (1977), we argue that 
women are prevented from acquiring organiza- 
tional qualifications to the same extent as men, 
and this excludes them from certain specialisms 
and higher ranks. Women are excluded from 
firm internal labour markets by various pro- 
cesses. These are mainly formal, such as rules 
on academic qualifications, length of service 
and work experience, and supposedly gender 
neutral, but have in the past indirectly discrimi- 
nated against women. These formal processes 
can be supplemented by direct discrimination, 
sexual harassment and informal exclusionary 
practices arising from the “old-boy network” 
and the male-orientated social life that com- 
monly surrounds professions. Hence, even 
though women are acquiring formal qualifica- 
tions which enable them to enter the previously 
male-dominated professions, once there, they 
are vertically segregated into the lower ranks on 
the grounds of their lack of organizational 
qualifications in relation to men. Crompton & 
Sanderson (1990) argue that this form of vertical 
segregation by internal exclusion is more 
unstable than the horizontal and vertical segre- 
gation that results from men and women training 
and/or applying for different jobs. For this reason 
the increased acquisition of formal work-related 
qualifications amongst women is seen to be a 
destabilizing influence on the pattern of vertical 
segregation within professions. Crompton & 
Sanderson (1990) provide no evidence to 
support this suggestion, and we would argue 
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that the stability of any s¥stem of segregation and 
exclusion depends primarily on the extent to 
which the agents involved accept the resulting 
hierarchy, although the ability to oppose it is 
obviously limited by the power of the agents 
within the organizational structure. 

The exclusion of women from internal markets 
presents an interesting example of a possible 
conflict between capitalism and patriarchy over 
the use of female labour. Crompton (1987a) 
believes that this exclusion is not rational for 
capital since these women have acquired 
expensive formal qualifications, ie. they have 
valuable endowments of human capital. How- 
ever, she suggests that while it is not class 
rational, it may be rational for patriarchy since 
allowing women into the higher echelons of 
professions threatens patriarchal control. 
Crompton is suggesting a patriarchy first rather 
than class first argument, using, as evidence, the 
failure of women to achieve equality in the 
professions despite their increase in credentials. 
French & Meredith (1991) also argue that 
“patriarchy is the major cause of employment 
disadvantages faced by women” (p. 16). How- 
ever, they suggest that the effectiveness of 
patriarchy to maintain the subordination of 
women is determined by capital. If a profession 
is expanding, as in the case of accounting, and 
capital requires a larger workforce, then demand 
may outstrip the supply of suitably qualified 
entrants. In this case, capital will allow the 
subordinate groups to gain political and legal 
pressure to overcome discrimination, enabling 
‘women to join the professions in increasing 
numbers. This may well be relevant in accoun- 
tancy since membership of the occupation as a 
whole is expanding. The broad census category 
showed a 24% increase from 1971 to 1981 
(Crompton & Sanderson, 1990, p. 94), and 
Armstrong (1985) believes that this strategy of 
expansion is a deliberate one aimed at consoli- 
dating the important role of the accountant in 
British industry. However, in professions where 
growth is low, patriarchal power can still be 
used to maintain the males’ dominant position. 
While French & Meredith (1991) conclude with 
support for the patriarchy first argument, their 
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analysis actually suggests that capital is 
the overriding factor in determining women’s 
position, since it mediates the effectiveness 
of patriarchal structures to suit economic 
conditions. 

The segregation of women into specifically 
female niches within the professions removes 
the threat to patriarchal power structures, posed 
by allowing women equal status with men in 
professional careers. There is no contradiction 
between women’s status within the professions 
and their subordinate position within society as 
a whole. However, the feminization of profes- 
sions and the resulting sex segregation has wider 
implications; it may be perceived as a threat to 
the professions status in society. Socialist feminists 
argue that increasing the numbers of women in 
male-dominated occupations is not sufficient to 
achieve equality, since this process is usually 
accompanied by deprofessionalization and a 
decline in real earnings. If women form the 
majority of professional workers the fear is that 
the professions will then be defined as “women’s 
work”, losing status, pay and autonomy. Reskin 
& Roos (1990) note that real earnings have 
declined in most male-dominated professions 
where women have made large gains. However, 
they fail to point out that this could simply be a 
reflection of changing labour market conditions, 
with increased supply of suitably qualified 
entrants and static demand. 

An important conclusion emerges from our 
analysis of professionalization, and this should 
be restated at this point. Professionalization is an 
inherently dynamic concept. The professions 
are involved in a continuing process of struggle; 
the struggle to improve their class position, the 
struggle to gain high status and the struggle to 
achieve market control and autonomy. This will 
have particular implications for professional 
women, since professions will be particularly 
sensitive to any perceived threat to their status. 
While the segregation of women into specific 
female niches within the professions may reduce 
the threat to patriarchy that women professionals 
pose, it could increase the threat to the position 
of the professions as a whole. 

Crompton (1987a) argues that sex segregation 
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is not compatible with the “ideology of 
professionalism”, since it compromises the 
claim that professional status is dependent only 
on the acquisition of certain knowledge and 
skills, and instead suggests that it is dependent 
on a set of individual characteristics, in this case 
sex. The implicit and dangerous assumption 
being that an individual’s ability to acquire 
certain skills is in some way related to their sex. 
Crompton (1987b) states that if similarly 
qualified male and female professionals are paid 
differential rates for the same job, this is in 
conflict with the profession’s own ideology. 
Crompton is not explicit in what she means by 
“similarly qualified” in this sense. There seems to 
be some contradiction in her work, since in an 
earlier article, referred to above (Crompton & 
Sanderson, 1986), a distinction is made between 
formal and organizational qualifications, and this 
would seem to overcome the problem of 
defining men and women as similarly qualified. 
Women are paid less than men because while 
they possess similar formal qualifications, 
women are prevented from gaining the organ- 
izational knowledge that is deemed as necessary 
to reach the higher ranks of the professions. 
Crompton (1987b) points out that the crea- 
tion of female niches has often been based on the 
perceived flexibility and adaptability of women. 
There is no evidence that women actually 
possess these characteristics to a greater extent 
than men, but their relative powerlessness in the 
labour market means they are forced to be 
flexible and adaptable, i.e. they take whatever 
jobs are available. These have been identified as 
positive characteristics, to be encouraged in 
labour more generally. An aim of the Thatcher 
era was to create a more flexible workforce in 
order to remain competitive and keep pace with 
technical innovation. Increasing the flexible 
labour force inevitably means a reduction in the 
core labour force, which is primarily male. Men 
may not be willing to accept the loss of 
opportunities and prospects associated with the 
discontinuous work pattern that flexible work 
has necessarily entailed for women. A possible 
conflict between capital and patriarchy arises 
from this process and we suggest two possible 
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outcomes. Firstly, the Înale core workers will 
continue to struggle against capitalist forces to 
maintain the core labour force’ and their 
privileged position within it. They may do this 
by attempting to differentiate between the tasks 
they carry out, and those carried out by women 
within the professions. This will ultimately mean 
a greater distinction between male professionals 
and female professionals. Struggling with patri- 
archal forces, female professionals are more 
likely to experience deskilling and deprofes- 
sionalization, while male professionals retain 
their privileged professional status. This process 
will overcome the threat to the reduction in 
status of the professions as a whole posed by 
feminization, and it also retains the dominant 
male position. 

The second, more optimistic, possibility is 
that as professions perceive the threat to their 
status posed by female substitution, they struggle 
as a whole to maintain the status of all 
professionals. This would entail reducing the 
differentiation between male and female pro- 
fessional occupations, and increasing the skill 
status of female occupations within the profes- 
siohs and semi-professions. As Crompton (1987b) 
points out, 


the overall status ofa profession which is in the process of 
being “feminized” may only be maintained by improving 
the status of women within it (p. 109). 


In the remaining two sections of this paper we 
focus on accountancy in the U.K, as an example 
of an occupation that is currently undergoing a 
large degree of feminization. We consider the 
historical development of accountancy and the 
contemporary situation, analysing the position 
of women throughout accountancy’s profes- 
sionalization project and the way in which 
female labour is utilized today. 


GENDER AND THE PROFESSIONALIZATION 
OF ACCOUNTANCY IN THE UNITED 
KINGDOM 


The development of accounting in the U.K. 
provides a classic example of an occupation 
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striving for professionaf status. This process of 
professionalization is integrally bound up with 
the feminization of accounting. They are inter- 
active processes which should not be explored 
in isolation., We cannot simply analyse the 
position of women in society, and the position of 
accounting in society, and expect a meaningful 
analysis of the position in women in accounting 
to emerge. Instead, the gendered aspects of 
accounting’s professionalization project, and the 
effects on professionalization of the feminization 
of accountancy, must be explored together. 
Central to this discussion is the segmented 
nature of accountancy. Reflected today in the 
existence of six regulating bodies, which re- 
present different geographical, industrial 
and commercial areas, this segmentation also 
characterized the historical establishment of 
accountancy and its struggle for professional 
status. Throughout the nineteenth and early 
twentieth centuries there was a very wide range 
of tasks carried out by individuals claiming to be 
accountants. MacDonald (1985) suggests that 
there was always room for those that were less 
than fully skilled, hence there was a prolifera- 
tion of people carrying out a variety of tasks 
that could all be construed as accountancy, and 
they were all trying to differentiate themselves 
from, and prove their superiority to, other 
“accountants”. While different groups of accoun- 
tants struggled to exclude others, and create a 
privileged position for themselves, an inherent 
part of this struggle also included the separation 
of accountancy from other forms of clerical 
work. The professionalization process in accoun- 
tancy was evolving simultaneously with many 
other changes in the organization of office work 
(Kirkham & Loft, 1991). Offices were becoming 
larger to service growing organizations, and 
office machinery such as typewriters and cal- 
culating machines were introduced; office work 
was therefore becoming rationalized. Tasks 
that would have been previously carried out 
by a multi-skilled, relatively high status 
male clerk, were being divided and assigned to 
the growing number of female office workers. 
They were categorized as typists, clerks 
and bookkeepers, and had nothing of the 
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status or career opportunities open to the male 
clerks. 

The closure and exclusion strategies employed 
by accountancy, as a major part of its profes- 
sionalization project, were partly directed 
towards other “accountants”, but also focused 
on the distinctions between accountants and 
other office workers who appeared to carry out 
accounting tasks, such as bookkeeping. This 
segregation was, to a large extent, inevitably 
gender based since office work was becoming 
feminized and accountancy was an almost 
entirely male occupation; in the 1861 and 1871 
Census all the accountants listed were male 
(Kirkham & Loft, 1991). Women were not 
regarded as possessing the characteristics that 
make a good accountant, they were perceived as 
being too emotional and subjective, and not able 
to cope with figures. As well as these widely held 
beliefs concerning female abilities, there were 
also practical barriers to women. Exclusion was 
based on credentialism, and after the closure 
achieved by the Royal Charter in 1880, accoun- 
tants had to pass examinations and gain work 
experience via an “articled clerkship”. This was 
expensive and meant that many “trainees” were 
earning very low wages whilst qualifying. They 
were often supported by their families, hence 
accountancy was not an occupation open to the 
working class in general, and women in particular. 

These gendered exclusion strategies were 
effective in preventing women from joining the 
ranks of the increasingly élite occupation of 
accounting, which was becoming established as’ 
a male preserve, struggling to achieve professional 
status. As well as exclusion strategies, the 
professionalization project also included attempts 
to utilize external sources of power. The Institute 
of Chartered Accountants in England and Wales 
(ICAEW) concentrated on building a good 
reputation, especially in bankruptcy and liquida- 
tion, since these were the main areas where 
accountants had contact with lawyers, an 
already established profession whose respect 
they were keen to earn. The Society of 
Incorporated Accountants and Auditors estab- 
lished many offices in the colonies, forming 
close links with the imperial state. However, 
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slightly lower down the occupational hierarchy 
the increasing number of female clerks attracted 
much opposition from male office workers, 
fearing loss of status and a reduction in wages. 
The patriarchal struggle to exclude women from 
office work on a wide scale failed, partly because 
employers were benefiting from being able to 
pay lower wages to women, and partly because 
of the formation of women’s Trade Unions that 
emerged to protect the interests of female 
clerical workers. While they were excluded 
from accountancy, women were successful in 
gaining employment in the growing commercial 
offices, but this employment was highly segre- 
gated both vertically and horizontally. Goldthorpe 
(1980) explains how the recruitment of women 
to lower levels of the expanding service sector 
helped to sustain male occupational mobility 
during the immediate post-war period. These 
women had little formal education and broken 
employment records, therefore it was easy to 
justify their segregation. Kirkham & Loft (1991) 
show how “office managers”, “chief clerks” and 
“accountants” were almost exclusively male, 
while “typists”, “bookkeepers” and “filing clerks” 
were predominantly young, single women who 
were expected to leave on marriage. They also 
argue that male clerks were not only trying to 
distinguish their work from that of women 
clerical workers, but they were also trying to 
establish the similarities between the work of a 
male clerk and that of a professional accountant. 

An implicit relationship was recognized by all 
ranks of the occupational hierarchy; the status of 
a job was closely and inversely related to its 
degree of feminization. For an occupation like 
accountancy, which was involved in a complex 
struggle to achieve professional status, the risk 
implied by feminization was too large a one to 
take. The exclusion of women should not only 
be interpreted as a symptom of the general 
patriarchal attitudes prevalent in Victorian 
Britain. It should also be seen as a direct result of 
the effect of female entry on accountancy’s 
professionalization project. The position of 
accountants within wider society was not yet 
well established at the turn of the century, hence 
they were very sensitive to anything which may 
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jeopardize their attempts to gain recognition as a 
profession. Even after women were allowed to 
join the main accounting bodies, their numbers 
were very small. It took nearly fifty years from 
their initial admission, for woneen to begin 
joining accountancy in significant numbers. In 
the last section of this paper we will discuss the 
recent feminization of accountancy and its 
implications for both women’s position in the 
labour market and the position of accountancy 
in wider society. 


THE FEMINIZATION OF ACCOUNTING 


Women were finally admitted to the ICAEW 
in 1920, following the Sex Disqualification 
(Removal) Act of 1919 which was introduced in 
recognition of women’s contributions to the war 
effort. The Society of Incorporated Accountants 
and Auditors had admitted women in the 
previous year, although Silverstone (1980) cites 
The Times (16 January 1919) which pointed out 
that the Society may have only admitted women 
to improve its chances of obtaining statutory 
recognition for the profession. Attempts at 
registration were made by all the accounting 
bodies on numerous occasions, since it is a 
necessary step towards becoming a legal mono- 
poly. Larson (1977) states that, 


Professionalization is thus an attempt to translate one 
order of scarce resources — special knowledge and skills 
— into another — social and economic rewards. ...(p. 
xvii). 


The importance of economic interests cannot 
be overstated, and legal monopoly status is one 
way to ensure that these economic interests are 
met. It appears that given the choice between 
exclusiveness and market control, the account- 
ing bodies favoured market control at the risk of 
some loss of status. 

The admission of women to the Institute and 
Society attracted much opposition. Career 
progression for women was difficult because 
they experienced much discrimination and 
resentment from colleagues, employers and 
clients. The already established “maleness” of 
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TABLE 1. Membership of the ICAEW by sex 


e 1965 1975 
Total 40,759 61,718 
® Women 464 1413 
(%# Women) (1.1) (2.3) 


1980 1986 1988 
71,677 84,543 88,918 

2971 6479 8089 
(4.1) (7.7) {9.1) 


Source: derived from Crompton & Sanderson (1990, p. 96) and Ciancanelli et al. (1990, p. 127). 


accountancy, and wider beliefs regarding the 
role of women, were combined to prevent all 
but the most able and determined women from 
joining the accountancy profession. The exclu- 
sion strategies that affect women are more 
complex than those affecting men. They are not 
only based on credentialism, but also on 
patriarchal values which stress women’s primary 
role as “wife” and “mother” and not as “worker”. 
Hence women have a double hurdle to over- 
come, they are discouraged from gaining cre- 
dentials both directly, by parents, husbands, 
careers advisers, etc, and indirectly due to the 
domestic pressures they face which makes it 
very difficult for them to find the time and 
money necessary to study. Even if they achieve 
the necessary credentials to gain entry to the 
professions, once there they are discriminated 
against and are not privilege to the same life 
chances that are open to male professionals. 

Despite these gloomy predictions women 
have begun to enter accountancy in increasing 
numbers. Up to the mid-1960s women formed 
under 1% of the Institute of Chartered Accoun- 
tants in England and Wales (ICAEW) member- 
ship, and in 1960 this was only 342 women 
(Crompton & Sanderson, 1990, p. 96). How- 
ever, since 1977 the number of female members 
of the ICAEW has trebled, and in 1988 total 
membership stood at 88,918, with women 
forming 9.1%. Table 1 illustrates the rapid 
increase in female membership of the ICAEW 
since 1965. This feminization was not limited to 
the ICAEW, and Table 2 shows the percentage of 
female members for the other professional 
accounting bodies for selected years. 

Women appear to be joining all areas of 
accounting in significant numbers, although it is 
clear from the above figures that public sector 
accounting, predominated by CIPFA, is femin- 
ized to a greater degree than other areas. Webb 


TABLE 2. Percentage of women new members of 
professional accounting bodies 


1975 1984 
ACCA 6 21 
CIPFA 6 36 
CIMA 3 16 


Source: Crompton & Sanderson (1990, p. 95). 


(1989) believes that it is the flexible nature of 
accounting work, and other professional occu- 
pations, that has attracted middle class women. 
The work pattern and flexibility of hours is well 
suited to women with demanding domestic 
duties. Silverstone (1980) also stresses the 
advantages to women of the flexible hours 
available in accounting. She argues that the 
acquisition of professional qualifications in 
general, and accounting qualifications in parti- 
cular, increase opportunities for working part- 
time without the loss of status and/or pay usually 
associated with part-time work. She finds that, in 
the late 1970s, much female employment in 
accountancy was concentrated in public prac- 
tice since this is where most part-time oppor- 
tunities were found. Women also tended to 
specialize in tax, rather than auditing, since it 
was primarily office based, whereas auditing 
required much travelling, often working away 
from home. It is interesting to note that the 
ability to combine domestic duties with relatively 
high-status work is seen as advantageous to 
women. There is no suggestion here that the 
entry of women into the professions signifies a 
breaking down of patriarchal power structures. 
Within the domestic sphere the dominant male 
position is still as strong, and the onus is on 
women to find a career that facilitates their dual 
role. 

Crompton & Sanderson (1990) believe that 
this early pattern, identified by Silverstone 
(1980), is changing as more female accountants 
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move out of public practice and into other areas 
of industry and commerce, where the part-time 
option is rare. Women are now more likely to be 
pursuing organizational careers, rather than 
taking the practitioner option which allowed 
them to more easily combine domestic and 
labour market responsibilities. In the same way 
that Crompton & Sanderson (1986) view the 
increased acquisition of formal qualifications 
amongst women as an important catalyst for 
change, they also suggest that the move away 
from the part-time option for women within 
accountancy may lead to “conflict over ortho- 
dox gender assumptions and an increased likeli- 
hood of divergent gender practices” (Crompton 
& Sanderson, 1990, p. 100). However, they are 
also keen to point out that, 


It is not being argued that male exclusionary practices 
have become a thing of the past, but they are more 
difficult to sustain than they once were (p. 105). 


An example of the increased complexity of 
patriarchal processes that has emerged in 
response to the gains made by women is in the 
distinction of formal and organizational know- 
ledge, discussed above. As larger numbers of 
women gained the formal qualifications neces- 
sary to join high status occupations such as 
accountancy, they found their progress blocked 
by difficulties in gaining the organizational 
knowledge that was becoming increasingly 
important to pursue a successful career in these 
areas. 

The rapid growth of accountancy in the past 
forty years may be an important determinant of 
the experiences of women accountants. Wright 
(1985) points out that an important element 
of most professionalization projects is the 
emphasis on credentialism and closure, which is 
associated with attempts to limit the acquisition 
ofthe skill in question by regulating access to the 
profession. Crompton & Sanderson (1990) 
argue that there has been no sustained attempt 
to limit the number of qualified accountants 
produced, instead there appears to have been a 
strategy of expansion. In the US., it is this 
expansion, combined with the prior establish- 


391 


ment of a substantial “minority of women in 
public accountancy, that has facilitated its rapid 
feminization in recent years (French & Meredith, 
1991). There is much evidence to suggest that 
women’s occupational aspirations are strongly 
influenced by their perceptions of their oppor- 
tunities, and if they perceive increased oppor- 
tunities in a particular profession women are 
motivated to gain the credentials necessary for 
entry (Kessler-Harris, 1986; Walters, 1986). 

Since women have only begun to enter 
accounting relatively recently, the age distribu- 
tion of women in accountancy is skewed 
towards the younger age groups. In 1987, 82% 
of female accountants were under 36 years of 
age, compared with 35% of their male counter- 
parts (Crompton & Sanderson, 1990, p. 97). 
Clearly this has implications for both position 
and occupation of female accountants; women 
will be over-represented at the lower levels of 
the job hierarchy and more women will work in 
public practice, as opposed to elsewhere in 
commerce and industry. Data on the position of 
women in accounting are not readily available, 
and can be difficult to interpret due to the 
problems of providing a unique definition of 
status and specialism. However, Ciancanelli et 
al. (1990) provide a comprehensive review of 
data primarily obtained from the ICAEW;; this is 
summarized in Tables 3 and 4. 

These figures reveal important differences in 
the careers of male and female accountants. For 
the over-46 age group, age-adjusted partnership 
rates are very similar for both sexes. However, in 
the under-36 age group, 14% of men are 
partners, but only 7% of women. This disparity is 
only slightly reduced in the next age range, 
36—45, where 34% of men are partners compared 
with 25% of women. As well as status, there are 
also differences in specialism. In the under-36 
age group, 39% of women and 33% of men are 
employed in practice, but in the 36-45 age 
group this falls drastically to only 8% of men, but 
is still 20% of women. There is also some 
evidence which suggests that women constitute 
a growing share of employees in practice 
(Ciancanelli et al, p. 133, Table 13). The 
implication appears to be that while men are 
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Lj 
TABLE 3. Where women accountants work, 1988 (% distribution) 


‘4 Partners in 
Age cohort practice 
Alle 12 
Under 36 7 
36-45 25 
46-55 38 
56-65 43 


Source: Ciancanelli et al. (1990, p. 132). 


Employees in Commerce and 


TABLE 4. Where men accountants work, 1988 (% distribution) 


Partners in 
Age cohort practice 
All 26 
Under 36 14 
36-45 34 
46-55 36 
56-65 40 


Source: Ciancanelli et al. (1990, p. 132). 


initially employed in practice, by the age of 36 
most are partners or have moved on to work in 
commerce and industry. Women, on the other 
hand, remain in practice or move to work in the 
“other” category, which Ciancanelli et al. 
suggest includes part-time work. 

While men achieve the career progression 
that is defined as “success” in accounting, 
women are constrained to particular specialisms 
and to the lower ranks. The male-orientated 
nature of accountancy is further revealed in a 
survey by Reed Accountancy (1988). This 
reveals that 47% of the women sampled 
believed that being female had adversely affected 
their career, and 86% believed that the oppor- 
tunities in accountancy were better for men 
than women. 

An interesting development within account- 
ing is suggested by Ciancanelli et al. (1990), 
citing Accountancy (1980). This points out that 
more able individuals are no longer choosing 
auditing as a career; auditing is being down- 
graded and is. also experiencing routinization 
facilitated by computer technology. There is an 
increasing distinction between the high-powered 
consultancy career option and the more mun- 
dane and less rewarding auditing specialism. 
This is an illustration of deprofessionalization, a 
strategy that is facilitated by feminization. 


practice industry Other 
34 26 26 
39 25 29 
20 33 22 
18 29 15 
18 25 13 
Employees in Commerce and 
practice industry Other 
13 42 8 
33 38 15 
8 53 5 
4 54 6 
6 46 8 


Women, who are still constrained by societal 
values which define them primarily as wives and 
mothers, are prevented from achieving access to 
the higher echelons of professional careers. 
Instead, they are segregated into areas defined as 
more suitable “women’s work”, areas which 
inevitably have lower status, lower material 
rewards, less autonomy and fewer opportunities 
for advancement. Given the establishment of a 
female niche on the margins of accountancy, 
women will find it increasingly difficult to gain 
access to other specialisms, since even if they 
achieve success as auditors this will not be seen 
as suitable experience for a successful career in 
accountancy. 


CONCLUSION 


Two main conclusions can be drawn from our 
analysis of professionalization projects, and the 
increasing feminization of the occupations 
involved in these projects. Firstly, occupations 
that are striving for professional status are 
involved in a continual process of struggle to 
maintain and consolidate their privileged posi- 
tion in capitalist society. As a result of this 
struggle, they will be particularly sensitive to 
any process which may threaten their status. 
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Secondly, the feminization of professions is 
perceived as a possible threat to patriarchal 
power structures, since allowing women access 
to the professional rewards of high pay, high 
status and autonomy, is in contradiction with 
women’s subordinate status in society as a 
whole. 

Existing work on the position of women 
within accounting has adopted too narrow a 
research base, neglecting to consider the wider 
social dynamic, which involves an analysis of 
both the changing position of women in society, 
and the changing position of the professions as a 
whole, and accounting in particular. Since the 
feminization of professions poses a threat to 
patriarchal power structures, complex exclu- 
sion strategies and patterns of segregation 
evolve to minimize this threat. The deprofes- 
sionalization of certain sectors of accounting 
also reduces the threat to the professionalization 
process itself, that feminization may bring. If 
allowing women access to organizational careers 
is seen to threaten the occupations status, then 
women are simply no longer defined as “profes- 
sionals” but instead are marginalized and 
“ghettoized” on the fringes of the occupation. 
This is seen as a way of enhancing the chances of 
professionalization, it is an inherent part of the 
professionalization project. 

Research must be directed at identifying these 
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gendered processes, wé must know how women 
are marginalized and how effective these strate- 
gies are if we are to have any chance of 
countering them. It is essential to analyse how 
capitalist and patriarchal forces jpteract in the 
utilization of female labour through time. The 
prevailing economic climate, and in particular 
the labour market conditions within which 
accounting must operate, will be central in 
determining the experiences of women. 

While the feminization of accountancy may 
facilitate deprofessionalization, there is an alter- 
native argument which defines the process as 
irrational for capital. These women have valu- 
able endowments of human capital, and they are 
underutilized on the margins of the profession. 
In this case a fine balance is struck between 
capitalist and patriarchal structures which may 
be threatened if sufficient numbers of suitably 
qualified males are no longer available to 
facilitate the growth of accountancy. The 1990s 
may reveal a change in the way women are 
utilized as the effects of the “demographic time 
bomb” result in a shortage of male labour market 
entrants. If these effects are large enough to 
threaten the growth of accountancy, and hence 
its status in society, then the professionalization 
project may find it necessary to integrate women 
on an equal basis with men, in order to protect 
the position of accountancy as a whole. 


BIBLIOGRAPHY 


Armstrong, P., Changing Management Control Strategies: the Role of Competition Between Accountancy 
and Other Organizational Professions, Accounting, Organizations and Society (1985) pp. 129-148. 
Atkinson, P., The Reproduction of the Professional Community, in Dingwall, R. & Lewis, P. (eds), The 


Sociology of Professions (Macmillan, 1983). 
Beechey, V., Unequal Work (Verso, 1987). 


Braverman, H., Labour and Monopoly Capital: the Degradation of Work in the Twentieth Century (New 


York: Monthly Review Press, 1974). 


Ciancanelli, P., Gallhofer, S., Humphrey, C. & Kirkham, L., Gender and Accountancy: Some Evidence from 
the UK, Critical Perspectives on Accounting (1990) pp. 117-144. 
Cooper, A., Theorizing Gender, in Reid, I. & Stratta, E., Sex Differences in Britain (Aldershot: Gower, 


1989). 


Crompton, R., Gender and Accountancy: a Response to Tinker and Neimark, Accounting, Organizations 


and Society (1987a) pp. 103—110. 


Crompton, R., Gender, Status and Professionalism, Sociology (1987b) pp. 413—428. 
Crompton, R. & Jones, G., White-collar Proletariat: De-skilling and Gender in the Clerical Labour 


Process (London: Macmillan, 1984). 


394 


J. ROBERTS and J. A. COUTTS 


Crompton, R, & Sanderson, K., Credentials and Careers: Some Implications of the Increase in Professional 
-Qualifications Amongst Women, Sociology (1986) pp. 27—42. 

Crompton, R. & Sanderson, K., Gendered Jobs and Social Change (London: Unwin Hyman, 1990), 

Dex, S., Women’s Work Histories: an Analysis of the Women and Employment Survey, Research Paper 
Nw. 46, Department of Employment (1984). 

Dyckmas, T., Public Accounting: Guild or Profession? in Sterling, R. R. (ed.), Institutional Issues in 
Public Accounting (Houston: Scholars Book Co., 1974). 

Etzioni, A., The Semi-Professions and Their Organization (New York: Free Press, 1969). 

Fielding, A. G. & Portwood, D., Professions and the State — Towards a Typology of Bureaucratic 
Professions, Sociological Review (1981) pp. 23—53. 

Freidson, E., The Theory of the Professions: the State of the Art, in Dingwall, R. & Lewis, P. (eds) The 
Sociology of the Professions: Lawyers, Doctors and Others (New York: St. Martin’s, 1983). 

French, S. & Meredith, V., Women in Public Accounting: Growth and Advancement, Proceedings of The 
Third Interdisciplinary Perspectives on Accounting Conference, University of Manchester (July 1991). 

Goldthorpe, J. H., Social Mobility and Class Structure in Modern Britain (Oxford: Clarendon Press, 
1980). 

Groves, R., Poole, M. & Broder, P., Professional Commitments of the Practising Chartered Accountant in 
Modern Britain, Accounting and Business Research (1984) pp. 319-332. 

Hakim, C., Occupational Segregation, Research Paper No. 9, Department of Employment (1979). 

HMSO, Social Trends (Central Statistical Office, 1990a). 

HMSO, Annual Abstract of Statistics (Central Statistical Office, 1990b). 

Johnson, T. J., The Professions in the Class Structure, in Scase, R. (ed. ), Industrial Society: Class, Cleavage 
and Control (Allen & Unwin, 1977). 

Johnson, T. J., Work and Power, in Esland, G. & Salaman, G. (eds), The Politics of Work and Occupations 
(Milton Keynes: Open University Press, 1980). 

Johnson, T. J., The State and the Professions: Peculiarities of the British, in Giddens, A. & MacKenzie, G. 
(eds), Social Class and the Division of Labour (Cambridge: Cambridge University Press, 1982). 

Jones, E., Accountancy and the British Economy 1840 to 1980 (London: Batsford, 1981). 

Kanter, R. M., Men and Women of the Corporation (New York: Basic Books, 1977). 

Kessler-Harris, A., Equal Employment Opportunity Commission versus Sears, Roebuck and Company: a 
Personal Account, Radical History Review (1986) pp. 59-79. 

Kirkham, L. M. & Loft, A., When is an Accountant Not an Accountant? Gender and Professionalization in 
England and Wales 1870—1930, Proceedings of The Third Interdisciplinary Perspectives on 
Accounting Conference, University of Manchester (July 1991). 

Klegon, D., The Sociology of Professions; an Emerging Perspective, Sociology of Work and Occupations 
(1978) pp. 259—283. 

Larkin, G., Occupational Monopoly and Modern Medicine (London: Tavistock, 1983). 

Larson, M. S., The Rise of Professionalism (Berkeley: University of California Press, 1977). 

MacDonald, K. M., Social Closure and Occupational Registration, Sociology (1985) pp. 541—556. 

MacDonald, K. M. & Ritzer, G., The Sociology of the Professions Dead or Alive, Work and Occupations 
(1988) pp. 251—272. 

Martin, J. & Roberts, C., Women and Employment: a Lifetime Perspective (London: HMSO, 1984). 

Milkman, R., Women’s Work and Economic Crisis: Some Lessons from the Great Depression, Review of 
Radical Political Economy (1976) pp. 73-97. 

Millerson, G. L., The Qualifying Association (London: Routledge & Kegan Paul, 1964). 

Minçer, J. & Polachek, S., Family Investments in Human Capital: Earnings of Women, Journal of Political 
Economy (1974) pp. 576-8108. 

Parkin, F., The Marxist Theory of Class: a Bourgeois Critique (London: Tavistock, 1979). 

Poulantzas, N., Classes in Contemporary Capitalism (London: New Left Books, 1975). 

Reed Accountancy, A Survey of Women Accountants (Conducted for Reed Accountancy by Vandenberg 
Associates, 1988). 

Reskin, B. A. & Roos, P. A., Job Queues, Gender Queues: Explaining Women’s Inroads Into Male 
Occupations (Philadelphia: Temple University Press, 1990). 

Ritzer, G. & Walczak, D., Rationalization and the Deprofessionalization of Physicians, Social Forces (1988) 
pp. 1-22. 

Roy, R. H. & McNeil, J. H., Horizons for a Profession (New York: AICPA, 1967). 

Saks, M., Removing the Blinkers? A Critique of Recent Contributions to the Sociology of Professions, 
Sociological Review (1983) pp. 1—21. 


FEMINIZATION AND PROFESSIONALIZATION 


Scott, A., Industrialization, Gender, Segregation and Stratification Theory, in Crompton, R. & Mann, M., 
Gender and Stratification (Oxford: Polity, 1986). 

Silverstone, R., Accountancy, in Silverstone, R. & Ward, A. (eds), Careers of Professional Women 
(London: Croom Helm, 1980). . 

Simpson, R. L. & Simpson, I. H., Women and Bureaucracy in the Semi-professions, in Etzioni, A. (ed. ee 
Semi-Professions and their Organization (New York: Free Press, 1969). ° 

Stewart, A., Prandy, K. & Blackburn, R. M., Social Stratification and Occupations (London: Macmillan, 
1980). 

Walby, S., Theorizing Patriarchy (Oxford: Blackwell, 1990). 

Walters, P. B., Sex and Institutional Differences in Labor Market Effects in the Expansion of Higher 
Education, 1952 to 1980, Sociology of Education (1986) pp. 199-211. 

Webb, M., Sex and Gender in the Labour Market, in Reid, I. & Stratta, E. (eds), Sex Differences in Britain 
(Aldershot: Gower, 1989). 

Williams, J. E., Giles, H. & Edwards, J. R., Comparative Analysis of Sex-trait Stereotypes in the United States, 
England and Ireland, in Poortinga, Y. H. (ed.), Basic Problems in Cross-Cultural Psychology 
(Amsterdam: Swets & Zeitlinger, 1977). 

Witz, A., Patriarchy and Professions: the Gendered Politics of Occupational Closure, Sociology (1990) pp. 
675-690. 

Wright, E. O., Classes (Verso, 1985). 


395 


Accounting, Organizations and Society, Vol. 17, No. 3/4, pp. 397-398, 1992. ‘ 0361—3682/92 $5.00+.00 
Printed in Great Britain Pergamon Press pic 


ANNOUNCEMENTS ° 


THE MODERN LAW REVIEW . 
LAW AND ACCOUNTANCY SPECIAL ISSUE 


Edited by Judith Freeman and Michael Power 


The interface between law and accountancy is currently an issue of intense concern. At one level, the professions are 
becoming more interdisciplinary, reflecting developments in the substance of law and accountancy. At another, fundamental 
differences exist between accountants and lawyers which have their basis in varied historical, cultural and educational 
patterns of development. Professional territories continue to be jealously guarded and training regimes serve to accentuate 
rather than reduce disciplinary barriers. 


The tensions arising from these conflicting levels of development are the underlying theme of this special issue. Financial 
reporting in the UK is undergoing a transformation in response to domestic and international pressures, with corporate 
failures providing further stimulus for reform and clarification of auditors’ responsibilities. The way is being opened up for the 
creation of multi-disciplinary firms, and auditing is extending its influence into the public sector. The central debates on 
“form and substance” and “true and fair” continue, whilst the new Accounting Standards Board embarks on a radical 
programme of reform and statement of principles. 


These developments make this a particularly appropriate time to provide a forum in which to explore the relationship 
between law and accounting. The Modern Law Review has a long tradition of publishing and encouraging interdisciplinary 
work but this is the first occasion on which it has brought together lawyers and members of an adjacent discipline for a 
sustained discussion. 


Contents of Law and Accountancy Special Issue Volume 54 Issue No. 6 1991 

Law and Accounting: Transition and Transformation Judith Freedman and Michael Power 

Territorial Battles and Tribal Disputes Yves Dezalay 

Premiums and Pre-Acquisition Profits: The Legal and Accountancy Professions and Business Combinations Christopher 
Napier and Christopher Noke 

Substance, Form and Equity in Taxation and Accounting Graeme Macdonald 

The Elusive Spirit of the Law: Formalism and the Struggle for Legal Control Doreen McBarnet and Christopher Whelan 

The “True and Fair View” Debate: A Study in the Legal Regulation of Accounting Andrew McGee 

What is Equity? New Financial Instruments in the Interstices between the Law, Accounting and Economics Peter F Pope 
and Anthony G Puxty 

Auditing for Change: Local Government and the Audit Commission Mike Radford 

The National Audit Office and Privatisation J F McEldowney 


To order a copy of this Law and Accountancy Special Issue please contact: 


Blackwell Publishers, 108 Cowley Road, Oxford OX4 1JF, U.K. 
Tel. (0865) 791100; Telex 837022 OXBOOK G; Fax (0865) 791347. 
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The 13th Annual Congress of the French Accounting Association will be held in Bordeaux, France, from 
-subject of the Congress is Accounting and Strategy. 


Papers are welcome in the following areas: Accounting, strategy and organization theory; Accounting, strategy and economic 
development; Information systems; Financial reporting; Auditing; Cost accounting and management controli inan advanced 


manufacturing environment; Management control in not-for-profit organizations., 


. Both the academic sessions and the social events will take place in the centre ofthe city, near the river, at the Cité Mondiale 


~. des Vins et spiritueux: 


For further information please write to: 





Professor Serge Evraert 
Université Bordeaux I . 
Institut Régional de Gestion : 

35 Place Pey Berland 


n'21~23 May 1992.-The ` 


33076 Bordeaux Cedex i 


France 
Tel.: (33) 56 00 4569 
Fax: (33) 56 51 7338 ` : 
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